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HOW TO PARTICIPATE 


ou order your ticket on the order 
coupon below. Within days you receive 
your ticket together with an invoice 


and the official drawing schedule with rules 
and regulations. 


PLEASE INCLUDE PAYMENT WITH 
YOUR ORDER! You can also pay for your 
ticket after receipt of the invoice. revel 







































T he North-West-German-State-Lottery 
is the only lottery that offers extreme 
high prizes compared to the limited 
issue of 500.000 tickets. The lottery runs over 


a period of 6 months, one class per month - 
6 classes in all. 


Draws are held in public each friday and are 
supervised by government officials. The re- 
sults are published monthly in an official 
winning-list. 


The number and the amount of prizes is SUMMARY OF PRIZES can be made by personal check, travell 

fixed before the commencement ofthe lotte- SUMMARY OF PRIZES check, bank transfer (add remittance bank" 
ry. Thus each ticket-number is in the game 3 Times 2 Million DM charge) or in cash via registered air mail (cash 

and has an equal chance of winning. All pri- 8 Times 1 Million DM at your own risk). 

zes are quoted in German Marks (DM), one $ r : 


Gn ngs curencesin he word, MEUM | °=" sy wl ie the otoi 

or 150 x 100,000.00 DM a R 

‘ i : next class via air mail. 

Tickets can be ordered from anywhere -mme 00.00 DV 
around the globe in a half yearly subscrip- 6 Times 500,000.00 DM Sains at 
: : : = pe ee Ifyour ticket has been drawn, you will imme 
tion. We offer full (1/1) tickets, which when 6 Times 250,000.00 DM diately receive a winning notification 
drawn, receive the whole prize, half tickets = Timac 10 N ; 
half prize and quarter tickets accordingly. 6 Times 100,000.00 DM_ 100,000.00 DM Rie Aceh Ne ear E eiA leri or 
The ticket-numbers are registered in your 11 prizes of 80,000.00 DM course, if you hit a jackpot you can come in 
name before they are mailed, thus insuring li prizes of 75,000.00 DM person to collect your prize in cash. 
100% security for you in case of loss. The 4 prizes of 70,000.00 DM 
full-service fee is as little as DM 21.- (other 4 prizes of 60,000.00 DM Ifyou are already our customer, please do not 
lotteries charge more than 60% of the billed 33 prizes of 50,000.00 DM order, because you receive the ticket automa- 


aron 27 prizes of 40,000.00 DM Boe ren ee 
You can be sure you will receive fast, honest 


 * Tickets are limited: 500.000 Plus 200.000 prizes and confidential service. Now it is up to you, 
* up te 35,000.00 DM. therefore order and mail the coupon today. 
_* Guaranteed Prizes: 200.054 l We wish you lots of luck. 
Over 171 Million D-Marks 100% Payouts 
NE in prize money No withholding of winning 
26 weekly draws with 
‘x Monthly personalized Jackpots up to 2 Million 
d If coupon is missing, write for information. 
statements of account Order today win tomorrow! an, j 
» Instant individual and confi- 


waridwig,  Lotterie-Einnahme Hameln 
KuhlmannstraBe 1A 
dential notification of win iis 
DE De FE EE Gee Ee Ge ee Gee a ee, - 





D-3250 Hameln, W.-Germany 
























1 e Mail Lotterie-Einnahme Hameln 
l try my luck and order H iS coupon Kuhimannstrafe 1A 
All planais (1st — 6th class) 79. Lottery beginning to: 0-3250 Hamein W.-Germany 
ep.25,1987 to March 18, 1988, eer Bed 
of the Nordwestdeutsche Klasseniotterie Please write in German [_] English [] Please print in 
cere Miss [] clear letters. 






Mr.C] Mrs. (] 








DM or US$* 

















Last Name | | 


W1 ticket 741.00 @ 423.45 














1/2 ticket 381.00 


1/4 ticket 201.00 © 114.90 


Lu. 
* USS prices and £ prices are subject to rate of exchange 


Prices are for all 6 classes including air mail postage and winning Hist 
after each class. No additional charges: Exchange rate as of Jun. 1987 


© 217.75 
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P.O. Box 
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LEADERS 


Ayatollah’s lait seeren CM & heats 


| After che Iran-contra affair... EEEE E 
Eurotax: The key t to 1992 . Braa PORA OAN EEA veaves 


POLITICS AND CURRENT AFFAIRS 


in Julyi in na 


: AMERICAN SURVEY 
B The fast approaching presidential election 
4 The lran-contra hearings wind down 
‘Meese under scrutiny 
è and budget deficits 
lantic theatre wars 


29. Gulf: The world says stop it, or else 
(0° Top Gun ‘goes into the Gulf 
30. Iran's embassies at war 
1. Brazil: Sarney's slipping grip 
1 Israel: Sharon’s bulldozer is halted 
» 32 If Jerusalem's Arabs voted 
2 Boom and bust on Mexico's border 
Kenya’s human-rights darkening 


EUROPE © 
‘Glasnost Il 
Arms control: Global zero comes closer 
36: Triumph for Portugal’s Cavaco Silva 
37 Doldrums for Western Europe's communists 
37. Political corruption in Italy 
38 Europe’s homeless 
38 Swedes and Greens 
40 EEC: Truly common market by 1992? 
40 Morocco applies to join Europe 


=. BRITAIN 
“41 The economy hots up 

42 Scotland struggles with a poll tax 
47 How schools vary 
47 Aging nuclear power stations 
48 Unaccountable charities 

/ 48 Unions try-to tempt temps 

«49 Golf: Breaking America’s grip 
49 The crown prosecution service 
50 Kew gardens: 


BUSINESS, FINANCE AND SCIENCE 


BUSINESS THIS: WEEK 


WORLD BUSINESS 

Are.commodity prices set fora comeback? 
The EEC learns to bash Japan 

Brazil’s high economic hopes 

Trade imbalances: What's-up is sometimes down 
America’s Comsat loses its direction 

The taste for vodka 

Australian coal is still too dear 

Toshiba eats American humble pie 
Cigarette advertising in Japan 

Spanish utilities lose their spark 

Allan Ng: Stumbling star 

The cost to Americans of being illat home 


BANKING BRIEF 
Deutsche makes its mark 


FINANCE 

Equity options come.of age 

World stockmarkets slip 

Racehorse prices tumble in Kentucky 

City property and Canary Wharf 
Third-world loans and bank reserves 

French banks buy compatriot brokers 
Currency intervention and monetary control 
BP fills up with cash 

Japan's bumper banks 


SCIENCE AND TECHNOLOGY 

In search of tomorrow’s airport 

The pitfalls of automated air cravel 
Genetics: Why religious sects are useful 
Did AIDS go from monkeys to man? 


ECONOMIC AND FINANCIAL INDICATORS 
Output, jobs, prices, commodities, bourses, in- 
terest rates, trade, currencies, plus a closer look 
at Turkey and at petrol prices 


BOOKS AND ARTS 


5 The book banned in Britain 


British prime ministers 

The formation of Christendom 
Corporate warriors 

Glasnost and Russian films 


Tours’ music festival 


LETTERS 
On Nicaragua, Kuwait, Russia, racing, South 
Korea, Waldheim, BMWs and planets 











| The ayatollah’s lair 

| Now the American navy has 
| sailed into che Gulf, ic! 

| see it through, page 9. F 

| will try to do so, pag 

L Unired Nations says sop, 

| Gulf war, or else, page 2 

| contra mundum, page 24, 


| Opening up 


Glasnost gets down to ideas; 


| page 35. Gorbachev opener 


missiles too, page 36. The pe 


| ils of Iran-contra secrecy, page 
| 10. The stupidities of B 


secret Spycatcher, page 


| opening for Afghans, al 


page 20. Toshiba opens its | 
heart, too much, too fare, 


| page 59. 


“Nakasone's heh 


How he changed Japa for 
them, page 20. Christina in’ 
July, page 22. Cigarette 
round the clock; page 60. Ja 
pan's bumper banks, page 


The Economist index 
SOM terns Third ot 1985100 


| Hotter economies 


Raw material prices stoked up, | 


| page 53. Britain's economy be» © 
| comes uncomfortably warm, 
| page 41. America’s durable 


deficits, page i bur look atie 


| those trade volumes, page 35 


Stockmarkets shiver a 
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lived in abject poverty, and threé- 
quarters of all children suffer from 
malnutrition. Any measures (nota- 
bly land reform) that might improve 
these conditions are firmly off the 
agenda, and their proponents de- 
nounced as communists. 

That could equally be a descrip- 
tion of Nicaragua under the 
Somozas, who were eventually re- 
moved at the cost of 50,000 lives. 
Remnants of Somoza’s National 
Guard still form the kernel of today’s 
contras, and their record confirms 
that, given the chance, they would 
be likely to rule Nicaragua in the 
same style as before. To describe this 
movement as a force for democracy 
is Orwellian, It cannot possibly serve 
the interests of the United States to 
be identified with it. i 
Lancaster GRAHAM JAMESON 

poA E S EAE AR 


Without the contras 





< SR—-Your leader on the contras 
(July Lich) neglects an alternative 
that ought to be especially appealing - 
on this 40th anniversary of the Mar- 
hall Plan. The option is a coherent 
strategy of regional economic devel- 
opment, conditioned on democracy, 
human rights and appropriate limits 
on spending. 

America should. invite all the 
countries of Central America to 
draw up their own economic devel- 
“opment programme. America would 
_ pledge its readiness to help imple- 
oment the plan. Other advanced 
‘ountries and international institu- 
“tions would be urged to help. 
Following the example of Mar- 
_ shall’s historic speech in 1947, the 
American initiative would not be 
against any country or doctrine, but 
against poverty, hunger and chaos. If 
Nicaragua opted out, as the Soviet 
Union did in the case of the Mar- 
hall Plan, America would proceed 
ith the countries which were ready 
fo participate. 

“In time, this would stimulate the 
icaraguans to change their govern- 
ment. Meanwhile the United States 
‘should: commit its armed forces to 
“the defence of other countries of the 
‘region against any military threat 
“from Nicaragua. The success of the 
economic development strategy 
would protect them from internal 























Helping Kuwait 


Sir—Surely the most cost-effective 
method for the protection of Ku- 
waiti crude oil exports, from the 
American viewpoint, would be to en- 





Davin J. STEINBERG 








iR—You state that Guatemala is 
ow ruled by an elected social demo- 
‘erat, Mr Vinicio Cerezo, But real 
“power in Guatemala is still in the 
iarids of the army. Murders and dis- 
ppearances continue. The majority 





courage the construction of a pipe- 
line to the under-used facilities at 
Ras Tanura. Subsequent develop- 
ment could well result in another 
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the Red Sea. 


tractors would welcome the capital 





expenditure. 

Biddenham, i 

Bedfordshire J:M. PARKINSON 
n:i 

Before Lenin 


Sirn—You say (July 4th) “There were 
a few stirrings of economic growth in 
Russia just before the October revo- 
lution.” A few stirrings? Russia's 
growth rate was 8.8.% a year be- 
tween 1908 and 1914. Ordinary 
bank deposits rose by 250% during 
that. period. Pigiron output—the 
yardstick of those days—rose even 
faster than it did in Germany. The 
world's second largest textile mill 
was tobe found in what you label “a 
plodding place”. In júst three years, 
more than 750 new companies were 
founded, mostly in heavy manufac- 
turing and engineering. 

“Tt had barely shaken off serfdom 
before the Lenin-cum-Stalin revolu- 
tion clapped it in another set of leg- 
irons.” Really? Russia abolished serf- 
dom before the United, States 
abolished slavery, Of the 80m hect- 
ares of sown land in Russia in 1905, 
half was transferred to peasants. In 
1916, they owned a staggering 90%. 

Peasants were often former serfs 
or their offspring. One former serf 
saw his grandson become the per- 
sonal physician of the last tsar. lt can 
easily be claimed that chances for ad- 
vancement were far greater for Rus 
sia’s former serfs than for America’s 
former slaves. Your high-handed be- 
littling of Russia’s. pre-revolution 
achievements is exactly what every 
good communist wants to hear: in 
Russia before Lenin, there was no 
light, no advancement and no hope, 
only :darkness, backwardness, cor 
ruption and misery. 

Nairobi Benct BECKMANN 
AEO 


Days at the races 


Sir—You say (July 4th) that, despite 
the adoption of American pay-scales, 
British merchant banks. have yet to 
take up the American work ethic. 
You illustrate this by pointing out 
that many of London's senior corpo- 
rate financiers were sighted at Ascot, 
Wimbledon and Henley during busi- 
ness hours. How can your observers 
have failed to notice the large num- 


bers of American investment bank-.. - 


ers at the same events? 
London CHRISTOPHER BELLU 





South Korea 


Sir--You have said several times 


_ Seoul 


=f Ith)? All the others.are re ait 


that events in South Korea are quite. 








may be one reason for the participa 
tion of the middle classes and-also 

the stress on non-violence,” 
JosEPH FraRY k 

















Kurt Waldheim 


Sirn—I donot understand the 
‘in your leader on Mr Kurt Waldheim 
(June 27th). If some governments are’ 
hypocritical, does thar mean Mro 
Waldheim’s past should be com: 
doned? Using a Nazi as an agent: 
should not be condoned either, but. 
_ there isa difference in degree between” 
that and accepting one as a world. 
statesman. You write that he was 
“linked in an apparently minor 
way... with Nazi acts. Do ¢ 
allegations against Mr Waldheim 
stitute a minor crime in your eyes’ 
Receiving Mr Waldheim, was, in 
my opinion, at the very least an error 
of judgment on the part of the Pope... 
The Austrians. are ‘certainly free to: 
choose Mr Waldheim as their presi 
dent, bùt the world has the right not. 
to give him the international stature 
he is asking for. . i 
Toronto S. LAZAROVICI 
PEA cs EAE 


Ultimate driving machine _ 


Sin—Your article “Nice little run- 
ner” (uly: Lith) said that the ‘ad- 
vertisement ‘Would’. you really 
rather have’. 50,000. British Gas 
shares?”, ° produced ...:by .. wcrs 
Marcantonio, was 

not. Indeed, it ap- 































































vërtişement was riot” about t 
relative ‘financial pleasures of 
BMW 635 or 50,000 ritish 


















poas shee al isn’t every- 
thing—as..everyone but an econo- 
mist would surely coñcede. 

pe ROBIN. WRIGHT 
Londön ? WRCS 










Uncle Percy's planet 


SRA namë for a tenth planet July 












classical: gods rather than lesser 
mythical. beings, and: there are not: 
many proper gods lefr. Bur there re- 
mains one strong ‘candidate—Hec- : 
ate, the mysterious goddess of night, 
who originally took up the reins un- ` 
der Cronos, and was the only one of 





ean coup d'état: 
z BLAS S LIDDERDALE * 




















The International Stock Exchange is going to make a new appointmen Dir 
of Marketing — one of six Executive Board Directors reporting to the Chief Executi 


. Director of Marketing for The International Stock Exchange will have amajor 
nfluence on the strategic direction of one of the world’s leading financial institutions. 


rector of Marketing will be responsible for ensuring that the ISE continues to 
atisfy the wide ranging needs of its customers in a highly dynamic environment. This 
will require: 
. è building a detailed understanding of the ISE’s customers’ current and 
future needs " : 


è setting policies that will meet these needs efficiently and effectively 
è organising and co-ordinating resources within the ISE to ensure that 
the needs are satisfied 


L You will be an established authority in the marketing world, be aged 35-45, with 
-multinational experience preferably at board level and be conversant with the challenges 
and opportunities offered by information technology. You will demonstrate highly 
developed communication skills and above-all will possess the energy to drive forward 
the new marketing thrust of The International Stock Exchange. 


~The remuneration and benefits package is negotiable but is likely to be of interest to 
those currently earning in excess of £60,000. 


Please write in strict confidence with full career details to: 
Jeffrey Knight, Chief Executive, 
The International Stock Exchange of the United Kingdom 
~ and the Republic of Ireland Limited, 
Old Broad Street, 
London EC2N 1HP. 


EXCHANGE 


A market in progress 





RECRUITMENT CONSULTANTS 
3 London Wali Buildings, London Wall, London EC2M Shy 


Tel: 01-588 3588 or 01-558 3576 
Telex No. 887374 Fax No. 01-256 8501 


Opportunity to build and head up a Global Treasury Services Centre 


HEAD OF TREASURY SERVICES—BANKING 


£50,000-£70,000 PLUS PROFIT SHARE AND CAR 


MAJOR GERMAN FINANCIAL INSTITUTION WITH RAPIDLY EXPANDING INTERNATIONAL TREASURY, 
INVESTMENT AND CORPORATE BANKING SERVICES 


“To accelerate the development of an already successful Corporate Treasury Services operation we invite applications from candidates of do 


| graduate calibre and aged 32-38. We require a comprehensive grounding in all aspects of banking Treasury activities to include major FX andj 
¿international money markets. Fundamental to this-appointment is a total appreciation of the latest treasury products world-wide and evidence’ 


of ability to innovate and utilise these for both the Bank and its international client base. The successful candidate will have a proven recordin |” 


“control of a progressive Treasury unit with a house noted for its results in this field. Reporting to the General Manager and with full technical 

„and professional support, responsibilities will include the identification and pioneering of new facilities and the customer base, expansion in FX 

“and money markets with total accountability for the profitable operations of an active dealing room. Essential qualities are the will to meet ob- 
jectives under sustained pressure, an entrepreneurial but disciplined approach and, acting as a catalyst, the leadership and technical skills to 
build and motivate the Treasury team. Initial salary negotiable £50,000-£70,000 plus performance related profit share, mortgage subsidy, car, 
¿non-contributory pension, free life assurance, medical insurance. Applications in strict confidence under reference HTSB 19436/EC will be 
forwarded unopened to our client unless you list companies to which they should not be sent in a covering letter marked for the attention of the 
Security Manager: CJRA. 


» CAMPBELL-JOHNSTON ASSOCIATES (MANAGEMENT RECRUITMENT CONSULTANTS) LTD, 3 LONDON WALL BUILDINGS, LONDON WALL, LONDON | 
EC2M SPJ. 


Career Opportunity in International Oil Company 
Economic Analyst 


Amoco (UK) Exploration Company isa subsidiary sales contracts. You will be a key member within a 


f Amoco Corporation, one of the world’s largest 
energy companies, and is the operator of five UK 
oil and gas developments. An expanding 
exploration and development programme has 
created an outstanding career opportunity for a 
highly-motivated Economist with strong analytical 
and communication skills. 


Reporting to the Planning and Economics Manager, 
you will play a major role in project evaluation, 
financial analysis, tax planning, acquisitions and gas 


Please write with full details to: 

Mrs L. T. Nee, Employee Relations Department, 
oco (UK) Exploration Company, 

Amoco House, 1 Stephen Street, 

panne Court i Road London wip 2AU. 


small department that influences business decisions: 
in a stimulating environment and you will be 
expected to present the results of your work to all 
levels of management. You will be an economics or 
business graduate with proven experience, 
preferably gained in the oil industry. 

A first class salary will be offered commensurate 
with experience. Benefits and conditions are those 
normally associated with a an international oil 
company. 





EXECUTIVE FOCUG 


-International Fund 
for Agricultural Development, 
IFAD (United Nations) Rome (Italy) © 


seek candidates to filt post of 


3 g 4 ; H- f 

7 Economist 

-Under supervision of Director Planning & Economic Analysis: 

janises and participates in rural and agricultuřal Surveys and country 


ramming missions in the Latin America & in region; 
makes economic analysis in light of the Fund's Lending Policies 


ea oral input for President's Reports; 
parte in internal review of development strategies, project design 
a appraisal methods; 
_assists: in facilitating cooperation. between et and development 
institutions in Latin. jeega and the Caribbea 


xperience: Graduate degree or = ae in: economics. 
13 sigh experience in the Latin America & Caribbean 
hior positions. at the Intemational level in the field of 
id ee economic analyses. ea be use computers would be 
ish mother tonque with t English, knowledge of 
Portupusse ‘and | rench an asset. 


f cee ‘on ex and qualifications, net base salary per annum 
wil range USSG 260 to US, 340, Cost of living allowance subject 


to United Nations Common System will range per 5 


im from PUSSI, to US$18,513, 
; nt contract is for two years. Deadline for applications 30 September 


INTERNATIONAL CENTER FOR AGRICULTURAL RESEARCH 
IN THE DRY AREAS (ICARDA) 


| FINANCIAL CONTROLLER AND TREASURER 


į -The International Center for Agricultural. Research in the Dry Areas 
> reser has an opening for the position of Financial Controller and 


GENERAL 


ICARDA was 3 established in 1977 to undertake research relevant to. the 

needs of developing countries. and specially for agricultural: systems. in 

a West Asia and North Africa. ICARDA, with headquarters at Aleppo, Syria, 

~ 4s one of 13 International Agricultural Research. Organisations which are 

supported by the Consultative Group on International Agricultural Re- 
search (CGIAR). 


POSITION 


‘The position of Financial Controller and Treasurer is.at a senior manage- 
-} ment level in the Center. The incumbent will be responsible for ensuring an 
|. effective financial management system maintained to provide information 


and advice to management. Responsibilities include overall accounting _ 


functions; Cash management, administering, co-ordinating and controlling 

the budget, internal and external financial reports, strengthening. internal 

controls. Also to serve as treasurer to the board of trustees. 
QUALIFICATIONS — 


E si must be over 35 years of age, fluent in spoken and written 


est a recognised professional accounting or financial management 
qualification. 
Have relevant international experience. 
Ability to work with people of different disciplines and nationalities. 
Knowledge of computerised systems and experience in the use of 
; mainframes and. microcomputers is necessary. 

international salary and benefits are offered. 


A Candidates should send their curriculum vitae to the Director Gener- : 
pr naar seas Aleppo, Syria, cia alae cic 


| 1987 at the latest. 


-= sionals with experience in Agricu 


- DANAGRO 
_ ADVISER 


For our technical assistance team to the Dairy Rehabil tation. and 
Development Project in Ethiopia we are seeking a: 


TROPICAL PASTURE AND FODDER 
PRODUCTION SPECIALIST 
The successful candidate will have a formal qualification pretera: 
bly to masters level and at least five years of overseas exper 
ence, preferably in Africa. Ability to handle farm machinery and 
pp with extension services are required. 


st is based in Addis Ababa and will involve frequent trave’ 
b ; ise cooperatives and state dairy farms. 


Commencement of assignment: January 1st, 1988. 


For our expanding activities, D ro Adviser also invites oro 
icultural Development- proje 
submit their cvs. 

Of special interest are: 


= Cooperative experts (Management, Marketing and 
Accountancy) 


“== Livestock experts (Rinderpest Control! Programmes an 


Dairy production) 
— Seed se (Breeding, Production and Processing) 
— Agricu Economists (Agricultural Development 
Penning) 


Danagro Adviser is a Danish agricultural consultancy compa 
owned by farmers’ unions and agricultural organisations, ' 


Danagro Adviser, 1 Vester Farimagsgad, DK-1606Copeniy 
gen V DENMARK, 


ASIA/PACIFIC REGION 


INTEGRATED RURAL 


DEVELOPMENT SPECIALISTS 


- £22,000-£40,000 Tax Free 


Landell Mills Associates is active worldwide providing project 
management services for natural resources development. We are 
currently seeking applications for three: pipeline projects from specialists 
who have substantial field experience in remote rural development 
projects in the Asia/Pacific region. We invite applications from: 


1 Team leader. — experience of team mangement in 
; multisector rural projects in remote areas, 
2 Agriculturalist — experience of lowland tice, research atid 
extension linkage, farmer training. 
3 Upland — rience of upland cropping systems.in 
iculturalist SE Asia, wide crop trials experience. 
4 Monitoring and — experience of M&E for multisector rarai 
evaluation éxpert po 
5 Rural credit expert — key strengths in organisation of rural credit 
schemes and linkage with major lenders. 
6 Watershed = experience of environmental research and 
protection specialist _ planning, land tenure issues. 
7 Agroforester — experience of agroforestry and shifting 
cultivation practices. 


Applicants should write, in confidence, 
with curriculum vitae, to: 


Mr P. E. Burgon 

Landell Mills Associates Limited 
Columbus House, Trossachs Drive 

Bath BAZ 6RR England 

‘Telex 444670 LANMIL G Fax 225-66018 4 
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In the short time since opening, IMM Gold has won a sabani 
piece of the gold futures volume. In its first week, 30% of all _ 
gold futures contracts were IMM Gold, traded at the Chicago. 
Mercantile Exchange. | 
After just two weeks, open interest had increased fivefold. @ 
The gold trading community came. They gave IMM Gold a try. 
And they're staying. 
Why? The CME's efficient and reliable clearing system is a 
_ good start. A spacious trading pit. Plenty of phone access. And one 
of the largest groups of professional futures traders in the world. 
IMM Gold may not have a very long past. But it's got a very 
bright future. Call for our free brochure, Opportunities in IMM 
Gold Futures Trading, at (03) 595-2251. And get in on it. 
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Ayatollah’ S lair 


MHE Americans have tossed a coin in the 
Gulf, Heads, and they will have estab- 
hemselves as the protecting power in 
aters, with all that means for the safety 
d for the West’s authority in the Arab 
world, Tails, and they could have ceded pri- 
nacy in the Gulf to Iran, or to Russia, with 
y prospects that entails. By Thursday 
ng nobody was quite sure whether the 
: an-flagged Bridgeton, ex-Al Rekkah, 
and anying gas tanker would get 
safely to Kuwait and then safely back out of 
the Gulf full of oil and gas; still less, whether such tankers can 
regularly be escorted past Iran’s nose. It is fair to wonder 
whether the gamble will succeed. It is also necessary to under- 
stand why it was made. 

Forget, alas, the fine words about guarding freedom of 
navigation in its full purity. It would no doubt be splendid if 
America (and Russia, and Britain, and others) would send 
warships and fighting aircraft to ensure that neither Iran nor 

ed attack the shipping of any neutral country on its 
y through international waters in the Gulf, But that 
Id be even harder, and riskier, than the present operation. 






















aim now is to rescue Iraq. The Bridgeton has been given its 
new name, a new flag and an American escort so as to assert 
freedom of navigation into and out of one particular neutral 

intry, Kuwait; thereby to lend Iraq, indirectly, a helping 

d against defeat; and to insist that all this be done under a 
flag of the West, not the Hammer and Sickle. 

‘The Gulf war is mainly a war of armies. The sledgehammer 
the Iranian army periodically swings at the hinge of Iraq’s de- 
fences, outside Basra, is sooner or later liable to smash Iraq: 
with’ potentially catastrophic: consequences for the Arab 
countries around Iraq, and for the oil Japan and Western Eu- 
rope need. So Iraq hits back at the Iranians’ weak point, the 
shipment of oil through the Gulf that earns them hard cur- 
rency. The- ac having no similar target (Iraq’s oil goes 
out by land), retaliate against ships going to and from Iraq’s 
Arab friends, notably Kuwait. This cannot be tolerated. It is 
plainly illegal to attack neutral ships plying to a neutral port; 
and, since many of Iraq’s supplies pass through Kuwait, a bro- 
ken Kuwait could help to break Iraq. 

All this is clear enough, and it probably juries putting 11 
Kuwaiti tankers under the American flag. It is not so clear, as 
this newspaper has already said, that it justifies raising. the 
stakes by sending in the American navy too. Kuwait is:still 
getting out 











ould also mean taking a'tilt against Iraq, which has at- 
sked more ships than Iran has, when almost everybody's 


into his pocket. He just hopes he called the bet right. Amert- 


much oil as it wants to sell. The cost ofi insuring 


























tankers is up, but not hugely. Russia's offer: 
become the Gulf’s protector, if America 
not, is still limited to three tankers an 
handful of minesweepers. A crisis may ha’ 
been on its way, but crisis-point had not ar- 
rived: until the American flag, convoyed t 
American guns, sailed in. 
That having happened, the calculation 
changes. To pull the American warships p 
of the Gulf, after sending them in, wou 
make it much likelier that the Iranians wo 
risk an attack on the 11 American-flagge 
now unprotected tankers. To pull the tankers out too, o: 
the American flag off them, would invite the Iranians to « 
tinue their attacks on Kuwait’s own ships, with the-dar 
that this could snap Iraq’s supply line through Kuwait. Ej 
of those things would tempt Russia to improve its o! 
become Kuwait's, and by extension the Gulf's, protect 
day’s polite Russian suggestions that “all foreign wars 
leave the area would mean nothing tomorrow, when 
saw the plum dangling before its eyes. The Arab worl 
be grateful to Russia. The Gulf oil that makes up 66% | 
pan’s imported barrels, and 40% of Western Europe's, 
arrive by courtesy of the long arm of Russian power. 


The bet has been placed 


A man who has flipped a coin does not try to snatch it back 


ca’s bet is that its warships and aircraft are formidab 
enough, and their electronics clever enough, to persuade [ra 
to let the shipping move peacefully in and out of Kuw 
possible without a fight, or wish only a defensive ri 


Pioa aitfelds and misil sites from which attat ck comes 
Conceivably, Iran will choose not to challenge the esco 


to count the enemies it is collecting. Iran's terrorist 
ing habits have got it into current quarrels with both 
and Britain, the other two western countries with wars 
the Gulf, Iran is in receipt this week of a United Natior 
mand—for what that is worth—to stop the war with Iraq 
Gulf ambitions worry Russia as well as America (though at tl 
moment the Russians are probably waiting to see if they w 
benefit from an American failure in the Gulf), The [ra 
may be losing their last serious Arab friend, Syria. Thi 
not seem the moment for a fight with America. 

Ifa fight does come, the Americans can perhaps cò 
toa successful defensive action. Warned by what hay 
he Stark, they may manage to fight off raids by 





















mericans have to hit back at Iran’s bases—they will be fac- 
ing one of the hardest quéstions in warfare. Can a sea-and-air 
power impose its will on a land power? 

It can be done. British sea power did it to Imperial China 
in 1841. American air power seems to have done it to Libya 
_ last year. There are, unfortunately, examples which point in 
~ the opposite direction, from. Sparta’s defeat of Athens on- 
wards. The country which delivers force from the sea (includ- 
ing, these days, from aircraft carriers) has to count on hitting 









alone’ is not be Shough—if the 


-careful weighing of gain and loss; and countries hot with revo- 


physical occupation cannot be applied to him. That assumes a 










lution, such as Iran, are not good at careful weighing. 

America has to carry through what it has started, because 
the stakes are now so huge. It.also has to remember what it is. 
attempting to achieve. It is not fighting the Iraqis’ war for 
them. It is protecting Kuwait, and covering Iraq’s flank, and 
hoping to show other Arabs ‘that they can. rely on Ame 
Trust the coin comes down Heads. 
















After the affair 


Some pointers for both president and Congress 
HE hearings go on, but the listening has mostly stopped: 


~ before the congressional committees investigating the Iran- 
“contra affair. For President Reagan, therefore, the worst is 
probably over. Yet his sighs must be of regret as much as of 
relief. Through the confusion of the evidence, the credibility 
gaps, memory lapses and testimony of impenitent liars, a pic- 
~ ture has emerged that does little credit to the president. 
First, it no longer looks as though Mr Reagan’s relaxed 
management style”, the object of criticism by the Tower re- 
port, adequately explains the affair. Believe Lieut-Colonel Ol- 
iver North and conclude that the whole policy was more or 
less approved of by nearly the entire administration. Believe 
-ar-Admiral John Poindexter and conclude that practically 
the entire administration could remain ignorant for 15 
months of a policy operated under its collective nose from the 
White House, even though most of what went on was at odds 
ith official policy, much of it was probably illegal and all of it 
ould embarrass Mr Reagan when it came to light, as it was 
ound to. If this was just poor management, it was the na- 
al security adviser’s and the head of the CIA’s as well as the 
ident’s. More accurately, it was poor judgment, in the 
picking of lieutenants and then in failing to monitor them. 
No smoking gun has been found in the president’s holster 
; bout which Congress is probably almost as relieved as Mr 




















t). Yet the polls suggest that, to the charge of presidential 
complicity, the public's sceptical verdict is “not proven”. 
They are bitter words to a man who draws his political 
strength from ecstatic applause. 

«Does that matter? It would, if a demoralised president be- 
came a weak president. The West has no need of a weak lead- 
er, when arms talks, trade and the Middle East all require 
attention. Further, the administration has no monopoly of 
folly in Washington. An unchecked Congress could be as 






find it harder to face down protectionist legislation. He still 


no great excitements are expected from the last witnesses 


agan: it never wanted these hearings to end in impeach- : 


angerous as an unchecked executive. As it is, Mr Reagan will - 








Whatever happens now to Mr Reagan, one issue brou 
out by the hearings will-endure: the competition between: 
president and Congress in foreign-policy making. The next 
clash, which is likely to come in September when Mr Reagan. 
asks for more money for the contras, is illustrative. The presi- 
dent will feel that the popular response to Colonel North's 
bravura performance vindicates his support for the Nicara- 
guan rebels. Congress, though with an ear to public opinion, 
is at least as doubtful as before. Both should take stock. 

Congressmen have been right to complain about the se- 
crecy of Colonel North’s activities; had the White House kept 
them. informed, as the law required, it would have been 





















on the writ of alas ni was caablished bp the ona 
Court in 1804 and upheld in Gann depi with the steel 







claim that Congress, with its restraines on ai 
has made his Nicaraguan policy even less than a perpet 
half-measure. This Congress may constitutionally do Yi 
may be unwise to do so. Ifit is right to support the. 
is right to give them enough money to do the} 
them, If it is wrong to support them, it woul 
them off with nothing. : 
It may be argued that the founding fachers trade. a mistake 
in dividing the responsibility in foreign policy between the 
president and Congress. It makes decisive action harder, 
which is just what the checkers and balancers wanted, but 
what often nowadays seems wrong (it helped keep America 
out of the second world:war until Pearl Harbour, and-in the. 
meantime obliged Roosevelt to help Britain illegally). But if 
the constitution is faulty, the solution is either to change it or 
to live within its bounds. And staying in bounds means forg- 
ing popular support for both the ends and the means. There 
should still be room for covert operations, but not for free- 
lance policies kept secret just because they are unpopular. If 
the hearings have made this plain, presidents and Congress 
present and yet to come; will all be the beneficiaries. 










better to cut’ 
















THE ECONOMIST JULY 


g e to 1992 1) 


Some surrender of tax sovereignty is needed to unlock 
lhat single European market 


AISING taxes; like raising armies, helps to give countries 
b their sense of sovereignty. So when the European Com- 
ion comes along with a plan that would tell EEC govern- 
ts they cannot fix indirect taxes as they please, it is no 
that howls of protest are heard around Western Eu- 
e surprise is that on this issue—unlike its happy-go- 
eas for the European Community's budget—the 
on deserves more praise than protest. l 
tax proposals are part of the bigger plan to create a 
unity free of internal frontiers by the end of 1992. That 
essential task, but it will not succeed unless indi- 
es are brought more closely into line. Look at the 
haviour of Denmark and Ireland. These countries, 
y the revenue lost because their citizens have been 
ver the border to shop in lower-taxed Northern Ire- 
and and Schleswig-Holstein, have reacted by introducing 
16w (and, says the commission, illegal) frontier barriers: 
z At present, rates of value-added tax vary wildly across the 
Community, from 38% for some luxuries in Italy to 0% for 
ecessities” in Britain. The commission wants the dif- 
VAT rates reduced to the five-six percentage points 
nerica’s experience with state taxes suggests—are 
‘frontier-free market can bear. It has proposed that 
rate in the EEC be between 14% and 20%, with a 
f between 4% and 9% for things like food, medi- 
eand books. As for excise duties on petrol, cigarettes and 
|, the commission wants no variation at all. 
People who suspect that all this is just another way for 
obureaucrats to sneak through’'an increase in the amount 
»f money the Community can hand over to rich farmers may 
assured. A ‘ ‘notional VAT base” is used to calculate each 
ry’s contribution to the budget; but, in the 
| Euroway of things, this “notional” figure is entirely un- 
ated to the taxes nétually collected. 


jee | | France Greets feang, L 
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Other worries about the commission's ideas are more ser 
ous. One is that governments would find it harder to make 
the desirable switch from direct to indirect taxation. Tr 
but not traumatic: there are other ways—less public spercd 
ing, fewer tax breaks—of cutting income taxes. And the ne 
VAT bands would still leave quite a lot of flexibility. Eve 
several countries would have some painful adjusting t 
Both Denmark and Ireland stand to lose a big chunk of 
tax revenues. Luxembourg has the opposite problem: £E 
harmonisation might be the death of many of the businesses 
that have thrived because of the Grand Duchy’s low indi 
taxes. In Britain, there is at present no VAT on food and fue 
among other things; Margaret Thatcher, alas, has promised t 
keep it that way. 


Give a bit on the booze 


Two things should help to ease the way forward. Gover 
ments have between now and 1993 to make their adjus 
ments; and each can ask for “temporary” exceptions t 
rules. The commission will probably have to give a bir 
ground to have a chance of winning the unanimous $ 
from governments that is still required in the Communi 
matters of fiscal policy. In particular, it could allow mo 
ibility in excise duties: its present proposals would in 
huge price changes, often in a direction that would enco 
people to consume more of the wrong things (should Br 
Denmark and Ireland really be forced to reduce prices of 
rettes and booze, in some cases by as much as 50%’). 

Still, the logic of a truly common market in the Commi 
nity is that more tax decisions, including some that to 
social policy, will have to be battled over in Brussels t 
than at home. Some surrender of nominal soverei ignty. i 
price West Europeans accepted when they rightly endor: 
that frontier-free vision for the 1990s. 





Is iviter have plumped for Anibal Cavaco: Silva, and so made it 


rossible for their country to join today’s Europe 


HE carnations that sprouted from the guns of Portugal’ s 


soldier-revolutionaries 13 years ago finally wilted on July 
9th, when Mr Anibal Cavaco Silva’s right-of-centre govern- 
nent was returned with an absolute majority of the vote and 
the seats in parliament—the first such majority in Portu- 
‘ory. Mr Cavaco Silva is pledged to reversing “the 
reversible ins: of the working class” enshrined in Portu- 


onstitution. He intends to privatise more in- 


d to break up the communist collectives in | the 


south-east of the country. 

«His victory in Portugal is part of a West European pat 
In many countries, the voters seem to want governments t 
can take clear-cut decisions, and they want decisions whic 
will lead them away from the ideas that dominated Europ 
politics for so long after 1945. 

. Last month’s election in Italy saw a big shift in supper 
Italian standards, towards two parties, the Christian D 
crats and | Socialists. The voters liked this pair. pac 














esame month Britain’s Labour party, having failed to shed 
s old state-knows-best politics, was again beaten by Mrs 
hatcher’s new brand of radicalism. In France and West Ger- 
‘many over the past 16 months social democratic parties still 
associated with old ideas have lost elections to parties groping 
owards new ones. In Spain, the Socialists were re-elected a 
ear ago because they had unsocialist inflation-cutting poli- 
cies and had tried to slim the country’s bureaucracy. As Span- 
iards this year have grown dissatisfied with the indecisiveness 
of the prime minister, Mr Felipe Gonzalez, some of them have 
shifted, in local elections, towards parties they think would do 
those things better than he has done. 










Down-and-out’s chance 


The result in Portugal is the most striking of all. It is rare 
enough for a single party to win more than half the seats in 
parliament under a proportional-representation system. Yet 
Portugal’s prime minister now dominates a stage on which 
stand five parties, whose jostlings have produced no fewer 
than 16 governments since 1974. Mr Cavaco Silva's Social 
Democrats jumped from 30% to just over 50%, squeezing 
their right-of-centre rivals, the Centre Democrats, from 10% 
to 4%, and the left-of-centre Democratic Renewal party led by 
ex-President Eanes from 18% to 5%. The arcane 
manoeuvrings of the once straightforward-seeming Mr Eanes 









Neil Kinnock needs to change his party as dramatically as 
Vest Germany’s socialists did in 1959 


RITAIN’S Labour party now has an unrepeatable chance 
to change itself. That much is accepted by its leader, Mr 
leil Kinnock, and all but his most intransigent followers. The 
Tory government’s big majority guarantees Labour four or 
five years in opposition, and thus the time for thoughtful 
change. But the party has not a moment to lose in getting 
oing. Any reforms radical enough to make it electable in the 
1990s will need at least two years to push through, and one or 
two more to mop the blood off the carpet. 

-Labour’s main curse is its policies. The party stands for 
higher taxes, u unreformed public services, renationalisation 
(now called ‘ ‘social ownership”), being nice to trade unions, 
nilateral nuclear disarmament: vote-losers, every one. To the 
roblems of the affluent 1980s, it parrots solutions dreamed 
p decades ago. Take, as an example, public housing for the 
masses—a reasonable idea in the poverty-stricken 1920s, but 
anachronism in today’s wealthy south of England, where 
the marginal seats are. Yet only reluctantly has the Labour 
party come to terms with Tory council-house sales. 

Like left-of-centre parties in much of Europe, Labour 
needs new ideas that will grab the popular imagination, just as 
he radical right captured the high ground i in the late 1970s. 
Other Labour parties have done it: witness the recent third- 
term triumph of Mr Bob Hawke i in Australia and the almost 





















narpest-edged government since the second world war. In 





Labour’s German lessons 


start cher rescue of 

Western pean s poorest country. First, he can set about re- 
vising the constitution, in agreement with the Socialists; they 
accept that it needs revising, and they can help-him to get the 
necessary two-thirds majority in parliament. The clauses that: 
reserve certain parts of the economy to the state and its agen- 
cies should certainly be removed, if a first faint breeze of com- 
petition is to blow through the musty conridiats of Portugal's 
bureaucracy. 

Second, the prime minister can offer he victory asan ad 
vertisement to the foreign i investors who ought anyway to like 
the look of the country’s cheap labour, good Atlantic ports 
and, now, membership of the EEC. Portugal is no longer living 
from hand to mouth: its chronic: current-account deficits of 
the 1970s have at last been turned into a slight surplus—as 
much through lucky oil prices as good management—so it 
can slowly afford to buy some of the machinery it needs to re- 
equip its industries. Third, Mr Cavaco Silva has to reform 
Portuguese agriculture, not only by breaking up the col 
tives in the south-east but, much more difficult, by encourage 
ing farm mergers among the northern. peasants who are his 
party's main supporters. 

Portugal has too long been Western Europe’ S downands 
out. It has now given itself its- chance t to start the long climb 
out of the gutter. l 















































certain re-election of Mr David Lange in New Zealand i in the 
middle of next month. Both have managed to redirect their 
parties, to take an open-minded and Pragmatic interest in n 
answers to new problems. 


Old heart, modern head 


Of course, Britain’s Labour party must remain in tune e with its 
past. If it turned its back on its traditional concern for the 
poor, or its dislike of greed.and privileg ould win noth- 
ing. How best to redirect that altruism, 
conscience, without being merely envious and negative? 
One way is for Labour to place itself on the side of the 
little fish, against the powerful and predatory. Mrs Thatcher 
talks of freeing the individual from the trammels of the state. 
Labour could turn that on its head, and advance the state as 
protector of the individual. It could develop the idea of the 
state as a countervailing force, working for the voter and the 
consumer against the big battalions. 
Such a strategy would accept that the state sien not ‘he 
most efficient provider of services, at deed finds it easier 
to = others. than to rogue itse Labour welcome 






















more rivals to ex-public-sector monopolies, a tougher role for 
merger policy. 

A philosophy which put the state on the side of the indi- 
vidual would offer Labour a coherent framework for attacking 
the Tory government's secrecy. It would be a base from which 
Labour might more effectively oppose the undermining of al- 
ternative sources of power, such as local authorities. Above 
all, such a philosophy would be one which emphasised equal- 
ity of opportunity and choice, not equality of outcome. It 
would speak of abolishing tax shelters, rather than of soaking 
the rich. It would regard education and training as ladders for 
the children of the poor. It would knock down the barriers 

at shelter professionals such as lawyers and doctors from 
ompetition—and from their customers. 

é catch? Labour has always been the political voice of 

‘rade unions. They represent producers, not consumers. 


todo etnies They may ets To weaken 
f party activists in the constituency parties, indi- 
vidual members of the Labour party will in future each have a 
vote in choosing their parliamentary candidate. When mem- 
bers can vote individually, they will soon ask why trade 
unions should still vote collectively—either at constituency 
level, or at party conferences. After all, more than half of 
union members are not Labour voters. Take away the unions’ 
block vote, and the special relationship would soon crumble. 


will on ate he of pee s defence sas Ae that, too, 
must be done if the party is to win back the 5% of voters who, 
opinion polls show, left Labour because of its unilatéralisn 
Labour could build a distinctive policy, based on an at 
tance of nuclear deterrence, if it adopted the case fort 
ing Britain’s present nuclear force with cruise missiles-rat 
than the Tories’ preferred weapon, Trident, with its t 
éd and firepower. To ditch Trident’s warheads 

salvage its submarines would hold down the costo 
option, even in 1992. That sort of minimalist strategy mig 
just be acceptable to some thoughtful unilateralists. 

Bene eeform will be so bitter, Mr Kinapa 


ablivion. Nes Thatcher n máy v fall ae a bus, ae be rep aced 

by a bungler. The electorate may rediscover the lure of sociale 

ism, rather as old movies enjoy a revival. In reality, such 

are delusions. Drifting would mean disaster. The Alliance 

one part of it, would soon be digging into Labour's vote ag 
Nor can the party afford to change its clothes co: 

needs an event to parallel Bad Godesberg, the gatherin: 

1959 at which West Germany's Social Democratic party | 

aside public ownership and espoused the social market 

omy. Labour needs a relaunch: a memorable public o 

which will fix in voters’ minds the view that it is a 

opportunity and choice, bubbling with new ideas. ' 

that, it is doomed. 





yompetition up in the air 


If British Airways-BCal does not merit a monopolies-commission invesigadivn, 


it is hard to imagine what does 


the event of a nasty bump shortly after take-off, flight 

attendants. ‘are required to smile and reassure nervous pas- 

hgers that all is well, even if it isn’t. Britain’s director-gen- 
eral of fair trading and its trade and industry secretary are 
getting the treatment. The country’s leading rival airlines, 
British Caledonian and the recently privatised British Air- 
ways, are seeking to persuade them that there is nothing 
wrong with the carriers flying in formation. Sir Gordon 
Borrie and Lord Young may listen’ politely, but their ques- 
tions should be as sharp as Concorde’s nose. 
~~ The real reason for the merger is that, by further reducing 
competition on already cartelised routes, it will allow British 
Airways to raise prices and reduce the quality of its passenger 
services—and so swell its profits. Investors got the point im- 
mediately. When the deal was announced, they piled into the 
shares of British Airways even though it was paying £237m, 
about 24-times asset value, for an airline that lost £19.3m in 
its latest financial year. 

Lobbyists for the merger are trying to obscure these un- 
competitive motives by wrapping the deal up in the Union 
Jack and claiming that the deal will produce a British airline 

ng enough: to. Compete with the “ megacarriers’ ' being cre- 


ated by airline consolidation in the United States. Lor 
chairman of British Airways and the most politically a 
businessmen, is well aware that such patriotic themes 

the prime minister’s heartstrings. The risk is that int 

gust, with politicians on the beaches and the press’s 

son in full swing, the government will announce a public- 
tions solution: government approval for the merger, subject. 
to British Airways and BCal letting Mr Harry Goodman's A 
Europe, Mr Richard Branson's Virgin Airlines and a few 
other tiny British independents break into some of thei 
routes, 


Prefer transnational airlines 

The case for Sir Gordon recommending a referral of the mar- 
riage to the Monopolies and Mergers Commission is ovet- 
whelming. British Airways today has 83% of Britain’s inte 
tional scheduled aviation market. The deal will increase th 
share to 95%. Arguments that British Airways serves diff 
ent routes because it operates out of London’s Heathrow À 
port and BCal out of London’s smaller Gatwick Airport a 
mete sophistry. From these airports the two airlines fly 
many of the same places—to Paris, Frankfurt, New Y 
























umpeted but lictle-practised commitment to increased com- 
etition. Its. antitrust policy is badly in need of repair after the 
government’s creation of a privatised telephone near-monop- 
oly and its tolerance of several anti-competitive newspaper ac- 
quisitions. A thorough examination of the airline merger fol- 
lowed by a public report would counter the impression that in 
Thatcherite Britain anything goes. A forthright report would 
also strengthen the EEC Commission’s campaign to end air- 
lines’ immunity from the competition rules enshrined in the 
Treaty of Rome. 

Of course, the chances are high that sucha referral would 
put paid to the merger. No matter—the deal is undesirable on 
any of the divestment terms likely to prove acceptable to the 
two airlines. The government should turn up its own White 
Paper on airline competition, published in October 1984, and 
reread the convincing argument that Britain has an excep- 
tional advantage—outside America—in having two airlines 
capable of operating a network of international services. Brit- 
ish Airways is a better airline for BCal saying to passengers 
“never forget you have a choice”. By providing competition 


ucing some coherence. into the British government s va l 





Bam operator on those (primarily transatlantic) routes 
where many carriers are allowed to fly. = 

The risk that BCal is not financially robust enough to sur- 
vive as an independent airline ought not to worry the monop- 
olies commission or the government too much. BCal’s loss in. 
the year to October 31 1986 followed several years.of profit. 
The downturn was caused by the coincidence of an economic. 
recession in some of the Middle Eastern oil states it flies to 
and a drop in the number of transAtlantic passengers as a 
consequence of the American bombing of Libya and the fall- 
out from Chernobyl. 

Even if BCal cannot in the eat make it. “alone, a more 
acceptable buyer is likely to come along. The airline has ab 
ready talked about a merger with Belgium’s Sabena and 
Scandinavia’s SAS, among others. Such transnational deals 
are likely to prove much better news for passengers than fur- 
ther national consolidations on the lines of BEA-BOAC and 
Pan Am and National. Transnational airlines would eventu- 
ally destroy the cartel arrangements based on bilateral nex 
ations between governments, which carve up markets ms 
tween their national flag carriers. 


















Game of the name 





















Be frank, call yourself Lower Slobbovia 


GGT THE louder they talk of democracy, the less we dare 
A voice our dissent,” as the man might have said. Every 
hoolchild wonders why it is the communist half of Germany 
‘that calls itself the Democratic Republic. Grown-ups under- 
stand the convention that the label Democratic identifies a 
country as a one-party state. 

In that spirit, Afghanistan’s communist party re-labelled 
the country a Democratic Republic when it took over in 1978. 
It is now having second thoughts. The party leader, Dr Najib 
Ahmadzai, recently proposed that it should drop the word 
‘Democratic because it alienates people: meaning that it infuri- 
ates the Afghan guerrillas, and the majority they pretty clearly 
speak for. Dr Najib wants to stop calling Afghanistan Demo- 
cratic in order to make it sound more democratic, and so lure 
ome guerrillas into a coalition with his communists. 
People’s Republics are another popular euphemism for 
me-party rule. China is one huge example, half of Eastern 
irope is another. The species also includes Bangladesh, 
ose constitution says it is a parliamentary democracy; its 
generals get round that by intermittently suspending 
nstitution. The confusion is confounded in three quite 
rent People’s Democratic Republics. North Korea is the 
nly hereditary Marxist state. South Yemen is the only Arab 
“Marxist state. Laos seems to have given itself this three-bar- 
trelled name mainly to sound different from its neighbours, 
the People’s Republic of Kampuchea and the Socialist Repub- 
lic of Vietnam. Most Socialist Republics are straightforward, 
and. in their allegiance to Moscow. But 
















Burma and Yugoslavia are off course; and Sri Laika, a Demo- 
cratic Socialist Republic, is nevertheless à plain democracy. 
Iran claims to be the only country to have established a 
truly Islamic Republic—the first since the days of Muhammed 
himself, says one of its leaders. This was hardly polite to the 
Islamic Republics of Pakistan and Mauritania, and may help 
explain the recent break in diplomatic. relations between the 
latter and Iran. Egypt and North Yemen, both Arab Rep 
lics, go their disparate ways happily enough. 


Noble geography 
Kingdom seems an unambiguous appellation, but does not 
say much about the regimes so described. Nepal and Norway 
have little in common with each other, or with Saudi Arabia 
(whose ruler recently renounced the title of king for the 
devouter-sounding Custodian of the Two Holy Places). The 
United Kingdom is the only realm to insist on adding a politi- 
cal adjective to its name, and some of its sovereign’s Irish sub- 
jects are not sure it is the right one. - 

Why do countries bother the world with such nomencla 
tural baggage? When: Metternich dismissed Italy- in 1849 as “ 
geographical expression”, he meant that it was not a ae 
in a political sense. Geography deserves more respect. It often 
provides the only accurate description of a nation, in an era 
when political systems change more frequently than borders. 
Countries would do everybody. a service if they left politics 
out of their names. 
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dhi’s pettiness gives V, P. his chance 


ROM OUR INDIA CORRESPONDENT 


TS less than three years since Rajiv Gan- 
dhi. inherited the leadership’ of India 
‘om his assassinated mother and went on, 
in December 1984, to secure.an unassailable 
: of his own in the biggest par- 
en election victory the Congress 
had ever won. The young prime minis- 
3 ‘seemed determined to change the way 
ndira Gandhi had run India: to cleanse the 
Congress party of ha ks and corruption, to 
cut® free the country’s red-tape-strangled 
- economy, to give openness a chance. 
*. Today Mr Gandhi is a different’ man: 
backing away from the liberalising policies 
~he championed and into the arms of Con- 
“press placemen he scorned; and looking, 
_astonishingly, like a proven vote-loser. The 
-events of the past ten days, when practically 
all the best people in the Congress party ei- 
“ther walked out’ of it or were kicked out by 
“the prime minister, have accelerated the de- 
cline. The two main questions now are how 
far the prime minister will go in retreating 
from his earlier policies; and how much of a 
chance one of his expelled colleagues, Mr 
Vishwanath Pratap Singh, has of ousting 
him. For those who had high hopes for 
change in Mr Gandhi's fresher days, the an- 
-swers to both questions are bleak. 





Mr Singh, the most important de ctor 












ring Rajiv and bold Singh 


from the Congress party, forced Mr Gandhi 
to’ make his move. A former finance and de- 
fence minister, Mr Singh is more. closely 
identified than anyone else with the drive 
against corruption and in favour of eco- 
nomic liberalisation. Fór months he had 
been travelling throughout India making 
crowd-rousing anti-corruption speeches. All 
the while Mr Singh proclaimed his loyalty to 
the prime minister, but his campaign was 
weakening Mr Gandhi's already shaken 
leadership. Mr Singh was described vari- 
ously as a Brutus and an itinerant Danton in 
search of a revolution. Hewas fast becoming 
India’s most popular politician. 

Mr Gandhi reacted on July 15th by ex- 


> pelling from. Congress three.of Mr Singh’s 
_tmost powerful supporters: the ambitious 


Mr Arun. Nehru (Mr Gandhi's estranged 
cousin); Mr V.C. Shukla, Indira Gandhi's 
feared information minister; and Mr Arif 
Mohammed Khan, a former minister with a 
good following among party intellectuals. 
There was speculation that Mr Singh was 
left off the list because Mr Gandhi wanted 
to lure him back into his own-camp by offer- 
ing him the deputy prime ministership. 

It would have been a shrewd move on 
Mr Gandhi's part, but if that was his aim Mr 





i Singh was having none of it He handed i in 































his resignation. Mr Gandhi did not accept 
it, and on July 19th he expelled Mr Sing? 
from the party instead. That may have been, 
unwise, since resignation would have t 
moved Mr Singh from ipa ial entirely, 
Expulsion allows him to keep his seas. 
In preparation for the coming fight wit 
Mr Singh, the prime minister is declaring 
himself in favour of new allies and new pel 
cies. The prospect is not appetising. Th 
“Rajiv brigade”, a group of friends of Mr 
Gandhi who shared his one-time dream ofa 
more liberal, westernised India, is on ite w 
out. The loftiest member of the brigade to 
go was the minister of state for defence, M 
Arun Singh, who resigned on july 18 
without giving his reasons. He was the fifth 
cabinetlevel official to quit in four months, 
The loss of Mr Arun Singh, on cop of 
the other departures, leaves Mr Gand 
the mercy of the party's tough old han 
The prime minister will probably resh: 
his cabinet during the monsoon sessio 
parliament which begins on July 27¢ 
will presumably favour old-guard pi 
from his mother’s day. lewill nor tale 
to persuade the “new” crowd ar 
prime minister to give eco 
liberal peat a back sear, in favou 
cruder policies that used to win votes io 
mother. Many members of parlian 
against liberalisation anyway, since 
industrialists who have been protected. 
competition for decades and hate th 
of a freer market are also generous w 
money for politicians. ; 
Mr Gandhi’s recent speeches mak 
gloomy reading. He is dredging upi the 
that can only be described, on the Ind 
scene, as socialist: “eliminating poverty’ f 
ures prominently in Mr Gandhi's new ca 
paign, and is a task he says “capitalista” | 
not up to. Cutting unemployment is an 
other priority—but not, presumably, by de 
regulation and economic growth. This’su 
gests that little will be done to deal with 
country’s chronic overmanning; rarely ly doe 
one person do a job in India when three 
available. 
The main test of whether Mr G 
has given up on his old ideais will be the 
ceo he pays to a planning ministry pro 
posal published two months ago. It recom 
mends a new stage of delicensing. Und) th 
liberalisation policy was introduced tw 
years ago, government licences were needed 
to produce almost everything. Mr Gandh 
got rid of some of them in rhe first stage. 
liberalisation, but many more need togo 
is unlikely, now, that they will. 
For his part, the brave and increasingl 
bold Mr V.P. Singh is conknuin his a 














































s on corruption, He is 

orker. participation in management (be- 
ause he believes it would make the public 
ctor more efficient), and for compulsory 
lections inside the Congress party; some 
party officials have not faced an election in 
7years. He tends to ignore economic 
sralisation in public, but his policies hold 
more hope of it than the prime minis- 
t's do. He proposes government financing 
‘political parties as a way of delivering 
liticians from the clutches of business 
ntributors. 

This proposal increases Mr Singh’s 
ances of picking up defectors from the 
ime minister’s camp. Wavering Congress- 
men have been discouraged from jumping 
r the fear that a switch of allegiance might 
ry up their sources of money; government 
nancing could provide a safety net. But Mr 
gh’s main task is to convince his poten- 
supporters that he is more likely than 
Mr Gandhi to win them power. 

That will be hard. Mr Singh has yet to 
declare whether he will try to work with the 
opposition or with his former colleagues in 
he Congress party. The opposition parties 
ate a chaotic bunch whose leaders can usu- 
y agree on nothing, but the prospect of 
upport from Mr Singh has been helping to 
knock their heads together. Merger talks 
have begun between the Janata party and 
“the Lok Dal, which trounced Congress in 
last month’s Haryana state election. 

The best of the opposition leaders are 
“Mr Ramakrishna Hegde, the chief minister 
of the southern state of Karnataka and the 
anata party's star, and the Lok Dal’s Mr 
Devi Lal, the new chief minister of Haryana. 

Mr Singh has agreed to campaign alongside 
Mr Hegde in the southern towns of Hyder- 
bad, Bangalore and Madras, and he is also 
ipporting Mr Devi Lal’s pro-farmer plat- 
rm, But it is most unlikely that Mr Singh's 
ation with the opposition will lead to 
ore. The Congress party is still where 
ower lies. Mr Singh wants to win more 
‘ongressmen to his cause. His best chance 
fan early success is in his home state of 
ttar Pradesh. Tales from there of large- 
scale defections of Congressmen from Mr 
Gandhi to Mr Singh are causing speculation 
that the state government could fall. 

Mr Gandhi is worried by Singh-eupho- 
ria, but his position is still strong. He has 
st got a compliant man installed as India’s 
president. He can rely on the hacks in the 
Congress party not to jump ship unless it is 
anifestly sinking. They will vote for the 
rime minister when the opposition pro- 
oses its no-confidence motion in pazrlia- 
"s new session. It is not unknown in In- 
n politics for solitary figures in seemingly 
hopeless positions to.make their way to vic- 
tory:by simple force of personality. Perhaps 
-Mr Singh will prove to be.one of those; but 
his campaign is likely to he along one. 

















iso calling for 


Vietnam 


Ho-ho, Ho Chi 
Minh 


FROM A CORRESPONDENT IN VIETNAM 


APITALISM is cautiously returning to 

Hanoi, Vietnam’s capital, where until 
recently the only remaining western influ- 
ence seemed to be the tree-lined boulevards 
built by the French. People now talk of cot- 
tage industries, private-sector initiative and 
the profit motive. As jargon goes, it makes a 
refreshing change from the Marxist variety. 
The newspapers are suddenly worth read- 
ing: they uncover corruption and name 
names. And in the south of Vietnam former 
boat people, encouraged to return as “patri- 
otic tourists’, can sample nightlife at three 


hotel discos in Ho Chi Minh City, known in 
more decadent times as Saigon. 

Vietnam is tiptoeing back towards the 
real world after the 12 years of stagnation 
that followed its war with the United States. 
After the communist victory of 1975 it de- 
clined into one of the world’s poorest na- 
tions, living off Russian hand-outs of some 
$5m a day. The turning point came in De- 
cember, at the communist party's congress. 
The party elected a new chief, Mr Nguyen 
Van Linh. Mr Linh is 71. His predecessor 
was 81. It is easy to sneer and say that the 
old replaced the ancient, but Mr Linh does 


seem to be a new bar of soap. 


In February a dozen ministers were 
sacked. The defence and interior ministries 
are still controlled by the old guard. Bur 
Harvard-educated Mr Nguyen Xuyen 
Oanh, the government’s leading financial 
adviser, seems to believe himself when he 
says, “The wind of change is irreversible.” 





Hanoians look south for their economics lesson 


“which sees Vi 
-ing by 2.1% a year, as good. füture consum- 


‘The wind is a One 
most outspoken newspaper co gns 
himself with the initials N.V.L. The initials 
are presumably Mr Linh’s. Why does he at- 
tack parts of his own party apparatus? Per- 
haps because, as he told the party last 
month, some officials are refusing-to carry 
out the new policies: Before Mr Linh be 
came party leader he was the boss of Ho Chi 
Minh City. He at least need not be embar- 
rassed that the north, the victor in the “war 
of unification”, has to learn some econom- 
ics from the vanquished south. 

Ho Chi Minh City has bustling mar- 
kets, some prospering. restaurants, and 
newly opened souvenir shops that radiate 
commercial success. What is happening in 
the rest of the country was first tried out 
here. So far, this is pretty small-scale capital- 
ism: coffee shops, bicycle repair yards, and 
the legalisation of the moonlighting jobs 






that almost every underpaid covernnell 
employee takes on. Bur by the-end of this 
month Vietnam will have its first commer- 
cial bank, the Industrial and Commercial 
Bank of Ho Chi Minh City, capitalised in 
part with private shareholdings. 

Foreign investment, is now urgently 
needed, together with decent transport and 
communications. India and the United Na- 
tions are-helping:to improve the railways. 
An Australian. company has installed the 
satellite system which is due this month to 
give Ho Chi Minh: City direct telephone 
and telex links with the rest.of the world, 

Foreign. investors are led by Japan, 
ietnam’s 60m people, multiply- 





ers. Last year trade between the two coun- 
tries was $280m, with Vietnam sending its 
seafood and coal in return for Japan’s manu- 
factured goods.: This. year Japan bought 
Vietnam's first shipment of crude oil. Al- 
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everything new: d shiny, from tele 





(unless it comes from-one of the three local 
assembly plants under licence from Sanyo). 
Singapore's trade with Vietnam was 
worth about $210m last year, Vietnam's sec- 
ond-biggest with a non-communist country 
(and something of an incongruity, since Sin- 
gapore has been a staunch backer of the 
boycott mounted by ASEAN against govern- 
ment aid or credits for Vietnam). South Ko- 
rean businesses. are offering two-year cred- 
its. A proposed: foreign investment code 
thay prove generous enough to attract even 
cautious Europeans. Air France has in- 
creased its flights to two a week; Philippine 
Airlines has started a service from Manila. 
©The less cheerful news is that even with 
sensible policies it could take four or five 
years to cure inflation, now running at some 
000% a year. Economists talk of the need 
r lisation programme 
tina’s and Israel’s— 
t least, not being very 
Some western aid would be use- 
ful. But that would be tied to the withdrawal 
of the 140,000 Vietnamese troops occupy- 
ing Kampuchea. Debate on that subject is 
definitely not in Vietnam’s new glasnost. 
-Despite Mr Linh’s efforts, a lot of bu- 
reaucratic centralists remain in power. Viet- 
ham’s new stirrings coexist uneasily with its 
ways. If the balance is to shift perma- 
nently in favour of the reformers, more peo- 
ple will have to start acting upon that col- 
‘umn of N.V.L., tartly entitled, “Things 
Which Must Be Done Immediately”. 


























South Korea 


Pity | said that 


F MR Kim Dae Jung becomes the opposi- 
tion’s candidate in the presidential elec- 
10n due to be held in South Korea at the 
end of the year, he will havea good chance 
of winning. His close (but politically lighter- 
weight) friend, Mr Kim Young Sam, who 
also wants to be the opposition’s man, might 
have less of a chance. If both stood, the win- 
ner would almost certainly be the present 
ruling party's candidate, Mr Roh Tae Woo. 

` These being the realities of the moment, 
Mr Kim Dae Jung and his supporters are try- 
‘ing to dissuade the other Kim from standing, 
while Mr Roh’s people hope to make life as 
difficult as possible for the stronger Kim. 
The Roh team showed its teeth when it 
pointed out on July 20th that under the 
present constitution Mr Kim Dae Jung could 
hot stand anyway. A presidential candidate 
must have lived in the country continuously 
for five years: Mr Kim returned from exile in 
the United States in:1985. The constitution 























the president can be-directly elected by pop- 
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ts to mini-vans, is a Japanese import _ 


will, of course, have to be changed so that 





cronesia 













ated from the Japanese. ` 
Micronesia, were made “trust territo- 
ries” of the: United Nations, and the 
United States was appointed their guard- 
ian. During the past 16 years all the is- 
lands save one have voted for “semi-in- 
dependence”, meaning they run their 
own domestic affairs but keep some kind 
of defence link with the United States. 
The exception is Palau. 

Most of the people in Palau (some- 
| times, confusingly, called Belau) want to 
have a “compact of free association” 
with the United States: the Americans 
would. be able to have a military base 
there in return for large amounts of aid. 
They have been stymied by a clause in 
Palau’s constitution—drawn up when 
the American guardians were seemingly 
| nodding. in- the. tropical heat—which 
bans nuclear weapons or nuclear waste. 
Five times the people of Palau have voted 
for. the compact. Each time the vote in 
favour has fallen- short of ‘the 75% 
needed to overturn the nuclear clause in 
the constitution. In the most recent ref- 
erendum, held in June, 5,500 voted in fa- 
vour of the compact and 2,600 against. 

This week a group of islanders led by 
one of their chiefs asked the United Na- 
tions to send soldiers to Palau to keep or- 
der. The government, Palau’s main em- 
ployer, is penniless and has suspended 
most of its workforce without pay. The 
| United Nations is unlikely to heed the re- 
quest and may hope that lethargy in- 
duced by the appallingly humid climate 
| will keep the peace. The UN is irritated 
aes 


è islands, in 













that the obduracy of some Palauans pre- 
vents it from closing the books on a suc- 
cessful trusteeship operation. 

The Americans are also getting fed 
up. They give Palau abour $20m a year, 
and will not part with a dollar more until 
the compact is signed. They believe that 
much of Palau’s poverty is the result of 
buying a hugely expensive and probabi 
unnecessary power station from Britain. 
America thinks it has fudged the terms 
of the compact as much as it can to sate 
isfy anti-nuclear Palauans. 

The island is one of the places che 
Americans have in mind should it be 
necessary for them to move from Subic 
Bay naval base and their air base at Clark — 
Field in the Philippines: Palau is only 500° 
miles from the Philippines. The earliest 
the Philippines could tell the Americans 
to go is 1991. Supporters of the Palaua 
compact believe thar by then th 
have been successful. All it needs is an. 
other referendum, or two. Ea 

























































ular vote, and the opposition is determined 
to amend the residency rule as well. 
Mr Kim Dae Jung has come under fire 


from the army too. The chief of staff, Gen- 


eral Park Hee Do, is reported to have said at 
a private meeting that “something un- 
happy” might happen if Mr Kim ran for 
president. He did not say what misfortune 
would occur, but some generals are known 
to be upset that Mr Kim, who was serving a 
suspended sentence for alleged sedition, has 
been granted an amnesty. They retain a sol- 
dier's respect’ for law, even government- 
manipulated law. If Mr Kim was once judged 
to be seditious, how could he now be accept- 
able as head of state? 

Mr Kim has another problem, of his 
own making. He said last year that he would 
not run if President Chun Doo Hwan agreed 
to a: direct presidential election. On July 

















17th he was quoted as saying that this pledge 
became ‘null in April, when Mr Chun té 
porarily ended the debate on constitutior 
reform. No politician likes to have to'li 
with a broken promise. Mr Kim can reason 
ably point out that Mr Chun was sub 
quently converted to democracy not be: 
of Mr Kim’s pledge, but because the count 
seemed to be moving into chaos. Still, M 
Chun has granted that direct election, te 
which Mr Kim had linked his non-running: 
Is this the moment for Mr Kim Dae Juri 
to make the big gesture, to step aside in 
vour of Mr Kim Young Sam, who is more 
acceptable to both the generals and rhe 
mer generals who tun the governtnent! 
Kim Dae Jung has done well, mastermindir 
the strategy that wrung extraording 
cessions from the government. P 
much more, the government cou! 


































does y after al 


Mr Kim knows that he is following a oe 
langerous path. But he seems convinced 





that only he has the strength to turn South 
orea into a genuine democracy, run by ci- 
lians, with the army barred from politics. 
Like his fellow Roman Catholic in the Phil 
ippines, Mrs Cory Aquino, he believes that 
this is his calling on earth; and like the 
nerveless Mrs Aquino he believes that he 
has been protected from assassination so 
that he can carry out his duty. In a letter 
-from prison to one of his sons Mr Kim 
wrote, “I am certain God has a complete 
plan for me and is working on my behalf all 
the time.” The man who wrote that is un- 
ikely to be bothered by a vague prediction 
of “something unhappy”. 





















T: Russians seem to be having second 
thoughts about leaving Afghanistan. 
Nobody expected them to pull out before an 
greement with the Afghan resistance, and 
backers, that afuture Afghanistan would 
wot be hostile to Russia. But the Afghan 
ommunist leader, Dr Najib Ahmadazai, sug- 
ested this week that packing up will take 
ven longer. He did so in Moscow, after 
meeting Mr Mikhail Gorbachev and Mr 
natoli Dobrynin, the central committee’s 
op foreign-affairs man. 

© Dr Najib declared that a timetable for 
Russian withdrawal could be settled only af- 
er “outside aggression” (meaning Muslim 
ind western aid to the guerrillas) had ended, 
with. guarantees that it would not be re- 
imed. This means, in effect, that the 
000 Russian troops will stay as long as 
are needed. Dr Najib also said his party 




















ere’s no rush, Dobrynin tells Najib 
~ Ee 
















FROM OUR SOUTH-EAST ASIA CORRESPONDENT 


VEN the idea of criticism is distaste- 

ful to the Javanese: which is one rea- 
son free speech and free reporting are 
unpopular with the Indonesian govern- 
ment. This month the Jakarta correspon- 
dent of the Far Eastern Economic Re- 
view was made to leave the country; last 
month the economic daily Prieritas-was 
closed down. Worse happened last year: 
two American journalists were expelled; 
all Australian journalists were banned 
from the country; and Sinar Harapan, 
at the time Indonesia’s second biggest 
paper, had its publishing licence re- 
voked. The sin common to all was the 
attention they have drawn to corruption 
in high places and to the country’s eco- 
nomic troubles. 

Both are real enough. The irony is 
that the economy is beginning to im- 
prove, thanks to higher oil prices and 
less Indonesian protectionism. Yet the 
government is at least as sensitive about 
critical economic coverage as it is about 
reports on corruption. Sinar Harapan 
was banned for printing a government 
working paper on proposed economic 
changes; Prioritas was shut down for 
printing an interview in which Indone- 
sia’s ambassador to Japan allegedly criti- 
cised his government’s economic policy 
(he has denied the paper's version). Four 
other newspapers have been told to toe 
the line in their economic reporting. 

The government might argue that 
confidence in Indonesia’s economy is 
shallow not just abroad (foreign invest- 
ment has declined in each of the past 
three years) but at home—and therefore 
cannot bear the strain of hostile (hon- 
est?) reporting. Last September Indone- 























sia’s businessmen, mostly from the Chi- 
nese minority, were caught out bya 31% 
devaluation of the°rupiah against’ the 
dollar. Determined not to be taken un- 
awares a second time, they spent several 
weeks:in May and June buying dollars. 
The central bank had to sell $1.7 billion 
in foreign exchange. Why allow this fe- 
verish activity to be whipped up even 
more by uncontrolled press reports? 

The answer is that lack of press free- 
dom is one reason rumour is perpetually 
rife in Indonesia, The result is damaging 
both economically ‘and politically. Yet 
there seems little prospect of change: po- 
litical debate is stifled by the require- | 
ment that all organisations must be vet- 
ted by the government and must 
subscribe to pancasila, a bland set of five 
principles about belief in a single God, 
humanism, national. unity, democracy 
and social justice. Those, including some 
government ministers, who want to in- 
troduce new economic ideas have’ to 
work subtly, using the reporting of for- 
eign institutions to bolster their case be- 
fore President Suharto. Those with po- 
litical ideas rarely get a chance. 

The government says that only two 
newspaper licences out of 233 have been 
revoked in the past two years. But the 
survivors owe as much to self-censorship 
and good connections as to tolerance. A 
proposed new magazine, staffed by de- 
fectors from the weekly Tempo, will 
doubtless have a- head start because its 
top people are related to senior govern- 
ment officials. Its reporters, though, will 
have the same. press cards as everyone |. 
else—signed by the Director for Promo- 
tion of the Journalistic Profession. : 
































































































































would dominate any coalition with ex-guer- 
tillas, That is almost certainly unacceptable. 
The Afghan government has at last pub- 
lished the text of a new constitution. It speci- 
fies a strong executive and a rubber-stamp 
parliament; non-communists could have the 
powerless posts of deputy prime minister 
and vice-president. The presidency has been 
vacant for a year. There had been specula- 
tion that the job was being held open for ex- 
King Zahir Shah, and both Dr Najib. and Mr 
Gorbachev had previously hinted that he 
might be welcome. But the 72-year-old king, 
although willing to help in a reconciliation, 
does not want to join a regime dominated by 
communists, as the new one would be. 
When Dr Najib returned from. Moscow 
last December, he launched a campaign of 
“national reconciliation” with the resis- 
tance. This Moscow visit points the opposite 













way. The Russians are complaining loudly 
that American Stinger missiles have recently 
been downing communist aircraft at the stiff 
rate of one a day. They do not want to retire 
looking beaten. 





Japan 
Those who follow 


FROM OUR TOKYO CORRESPONDENT 


R YASUHIRO Nakasone is due to 
A step down -in October as his coun- 
try’s primé minister, nöt because he has 
failed but because his turn as president of. 
the ruling Liberal 
Japan runs som 

















„state: Mr Nakasoni 
















Some things work very hard in the Isle 
of Man. Your money, for instance, if you put 
it in a Fixed Term Deposit Account with 

‘Barclays Finance Company. 

A good rate of interest. 

With Fixed Term Deposits you have 
the advantage of a good rate of interest 
(which is fixed from the outset and is based 
on money market rates) and it is paid gross 
without any deduction of tax. Deposits can 
be held in most major currencies. 

The minimum deposit is only £5,000, 
or currency equivalent and you can make 
other deposits at any time you wish. 

The interest is paid at the maturity of 
the deposit, or in the case of deposits which 
are for a fixed period of twelve months 
or more the interest is paid at six monthly 
intervals. 





Irish Residents require exchange control approval from the Central Bank of Ireland to invest abroad. 


Deposits made with Barclays Bank PLC and Barclays Finance Company: {isle-af Man}-Limited 
The paid up capital_and reserves of Barclays Finance Company {isie of Man) Limited exceed £1 
whoge paid up capital and reserves exceed £3,300 million, Gross rate is the interest paid ù 





_the re-investment or transfer of both your 






In the case of call accounts the interest 
is paid at six monthly intervals also. 
We'll keep in touch. 

Even though you may be on the other 
side of the world, we can keep you fully 
informed through our up to date com- 
munications systems. 

Every transaction on your account is 
separately advised, with full details given | 
on each occasion. 

There is complete confidentiality ove 
financial affairs. 

Barclays Finance Company in the Isle 
of Man offers many options regarding - 




























capital and income. 
-  Fillin the coupon and weil send youall 
the details. 

And that’ all the work you've got to do. 


you would like further information on these services, 
and current rates of interest, please complete this coupon 
and return to: Ray Naylor, Barclays Finance Company 
(Isle of Man) Limited, PO. Box 9, Barclays House, Victoria 
Street, Douglas, Isle of Man, British Isles. 
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isle of Man are not covered by the Deposit Protection Scheme under the Banking Ac 
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_ Takeshita looks blank beside Nakasone 


-än by the ruling party’s members of parlia- 
“ment. People used to electing a leader by 
popular vote find it odd that the real elec- 
torate need not be consulted until mid- 
1990, when the next general election is due. 
The system ensures continuity for as 
“long as the Liberal Democrats remain in 
power, which is likely to be a long time: they 
have been there since 1955. So does it mat- 
“ter who succeeds Mr Nakasone? In one 
sense no. The three most likely successors 
‘are the party's, secretary-general, Mr 
~ Noboru Takeshita; the finance minister, Mr 
¿Kiichi Miyazawa; and Mr Shintaro Abe, a 
former foreign minister. All are or have 
-been senior members of Nakasone cabinets. 
“None is likely to disentangle himself from 
policies each has helped make. Mr 
Miyazawa may be a shade more committed 
to fiscal expansion than either Mr 
: Takeshita or Mr Abe, who are living proof 
that Japanese politicians can go far without 
policies of their own. 
All three men come from the conserva- 
tive mainstream of this party of farmers and 
businessmen. They represent three of the 
five most rural constituencies in Japan; yet 
_ they recognise that the rising direct-tax bur- 
den on city-dwelling Japanese has to be alle- 
ated if the increasing numbers of elderly 
Japanese are to be cared for in the future. 
All three would pursue Mr Nakasone’s ef- 
fort to make the economy rely less on ex- 
port-led growth. All three would sustain the 
defence relationship with the United 
States—which no amount of trade friction 
has yet shaken—while trying to better rela- 
tions with Japan's ‘Asian neighbours. Their 
policies are, in other words, Mr Nakasone’s, 
© The glib judgment is that the post- 
akasone change will be a matter of style. 
There is more to it than that. Mr Nakasone 
has done two notable things. One is to have 
wrenched Japan into accepting policies—on 
the economy, on defence—which would 
have seemed unthinkable a few years ago, 
but which his successor will pursue as a mat- 
ter-of course. The other is to have made 
leadership, as it is comménly understood in 
the West, part of the prime minister's job. 



































Japan tries to adjust to the role that its eco- 
nomic strength has forced upon it, the way 
policies are carried out matters almost as 
much as the policies do. Mr Nakasone walks 
tall on the international stage.-It is hard to 
imagine any of his possible successors doing 
likewise—and not only because Mr 
Nakasone is at least half a foot taller. 

The impish, brainy and English-speak- 
ing Mr Miyazawa would be the most com- 


fortable on the international ‘stage. Mr 


Takeshita—now the front-runner in the 
succession sweepstakes—would be the least, 
since his skill lies in being a good consensus- 
builder at home. With little experience of 
international politics, Mr Takeshita would 
have to rely on his increasingly close ally, 
Mr Abe, who travelled widely as foreign 
minister; to avoid bumps, he would also de- 
pend heavily on the bureaucrats. 

Who runs the ministries still matters as 
much as who runs the government. One of 
Mr Nakasone’s changes was to push politics 
slightly ahead of bureaucracy. When he first 
came to power, his political base was so nar- 
row that he needed to explore unconven- 
tional channels. He short-circuited the 
usual connections between the party and 


This matters both abroad and at hore. As’ 


missions on the reform of education, tax- 
ation and government procedures. Even af- . 
tet he consolidated his power, Mr Nakasone 
continued to: use such devices: His three 
possible successors, with their strong party 
bases, may try to avoid them. But he has 
changed the way young politicians and bu- 
reaucrats see the road to advancement; that 
is likely to endure. 

The prime minister also showed a new 
willingness to appeal to the electorate over 
the heads of party politicians. That ap- 
proach worked well until this spring, when 
Mr Nakasone’s tax-reform proposals were 
torpedoed by popular opposition: he had 
made an.election pledge not to introduce a 






























large-scale sales tax, and many voters felt he 


had broken faith by doing just that. But this 
result illustrated Mr Nakasone’s. theme 
more than it contradicted it; politicians will 
now have to pay closer attention to thes VAa 
ers’ voices. 

Mr Nakasone will leave the prime miius ’ 
terial office stronger than he found it. The 
irony is that the deep changes he has made 
in the scope of the office's power seem un- 
likely to be taken advantage of by the man 
who immediately follows him. What: hap- 
pens after that is another question. 
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FROM OUR TOKYO CORRESPONDENT 


F YOU make.a moderately big pur- 
chase in Japan this month, the 
chances are that tucked in with it will be 
a little surprise: some scented soap from 
a fashionable Ginza department store, a 
telephone card or a packet of sweets, de- 
pending on how good a customer you 
are. A can of nourishing (French) oxtail 
soup turned up at your correspondent’s 
office. 

This is the time of ochugen, one of 
two Japanese gift-giving seasons. The 
other, oseibo, marks the end of the year. 
Ochugen is meant to be a run-up to the 
Buddhist ceremony obon, in mid-August 
(though Tokyoites celebrate it earlier), 
when trains are packed with families vis- 
iting ancestral graves. But, like the 
Christian celebrations of Christmas and 
Easter, it is mainly commercial. 

The two gift-giving months between 
them account for more than a quarter of 
Japan's department-store sales. Chil- 
dren, who do best under the western sys- 
tem of present-giving, do less well in Ja- 
pan. The gifts tend to flow upwards: 
from pupil to teacher, from office worker 
to boss, from service firm to client. In re- 
cent years the young have struck back, 
with the connivance of retail businesses. 























































Where Christmas comes in July 






Christmas and Valentine’s Day have be- 
come established in the gift calendar. So 
has a wholly fictitious date when girls are 
meant to give presents to the boys who 
sent them Valentines: - 

Most ochugen:-gifts consist of food 
and drink. Frozen beef steaks from Kan- : | 
sas and beer from Germany have be- @ 
come fashionable. en whisky is less” 
popular this year, partly because the 
strengthening of the yen has eroded its 
price premium over the domestic prod- 
uct. The reason? At ochugen it is impor- 
tant to spend recklessly: Mitsukoshi has 
been selling melons at the extraordinary 


price of ¥7,000 ($46) apiece. 
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AMERICAN SURVEY 


November 1988 is closer 


than you think 


MANCHESTER, NEW HAMPSHIRE 


SK an American which presidential can- 
didate he will vote for and he will 
probably answer that it is too early to say. 
And so it is. There are more than six 
months to go before the first caucuses and 
primaries, and a further nine months until 
the election itself. Ask a campaign manager 
whether new candidates will join the field, 
‘ady some 15-strong, and he will proba- 
ws Say that it is too late. And so it is. A can- 
didate’s chances depend, to a large extent, 
on grass-roots organisation in two small 
states, lowa and New Hampshire, and on 
money-raising ability in three big ones, Cali- 
fornia, New York and Florida. Within this 
iron institutional framework, a candidate's 
chances are starker than the time-span, or 
the public opinion polls, suggest. 

The polls show that, with the departure 
of the Democratic front-runner, Mr Gary 
Hart, the remaining Democratic candidates 
are bunched together (the Republican can- 
didates, led by Vice-President George Bush 
with the senior Republican senator, Mr 
Robert Dole, close on his heels, are more 
widely spaced). The Democrats may be res- 
cued from the cruel sobriquet of “the seven 
dwarfs” (inappropriate, if for no other rea- 
son than that it casts Mr Hart as Snow 
White) by the advent of an eighth candi- 

gte; they still seem, to most people, much 





of a muchness. They do differ, marginally 
on issues, strongly in personality and prior- 
ities. Yet it may not be these differences, but 
the exigencies of timetable, organisation 
and money that winnow them out. 

@ The timetable. Next year’s campaign 
starts, as usual, with caucuses in lowa (on 
February 8th) followed by a primary elec- 
tion in New Hampshire (on February 16th). 
Unusually, indeed for the first time, these 
are to be followed by a mega-primary (on 
Super Tuesday, March 8th) in at least 20 
states, most of them in the South. The two 
parties will not be holding conventions to 
nominate their presidential candidates until 
a year from now, but by March 9th some 
two-fifths of convention delegates will have 
already been chosen. 

Experience suggests that a good show- 
ing (meaning a place among the first three) 
in lowa is essential to a good showing in 
New Hampshire. And ever since New 
Hampshire's first presidential primary in 
1952, no candidate who has succeeded in 
being elected president has done so without 
first winning his party’s primary in that 
state. That rule may crack next year. Even 
so, the frontrunners from Iowa and New 
Hampshire will be at a huge advantage in 
the compressed three-week campaign before 
Super Tuesday. 





The seven Democrats: not all alike, and not all dwarfs 


THE ECONOMIST JULY 25 1987 


. 
= Site 2 3 ee 





Their tactics during those three wee 





have to change, from top to toe. Ír 
New Hampshire, voters take it as their God- 
given right to talk face-to-face with a candi- 
date before making up their minds. But the 
second that those races are over, candidates 
have to switch from micro-tactics to macro- 
tactics, from chats over coffee to exhaus- 
tively staged media events. 

If they have done well in the first two 
races, their names will be familiar. They will 
not have to find the huge sums of money 
needed for a diffuse television campaign 
covering 20 states because the networks will 
broadcast their activities free in their news 
programmes. This happened in 
spectacular fashion, to Senator Hart. But 
this time round, the networks are cutting 
the budgets of their news operations and 
cutting down the time to be divided, in fair 
shares, among the candidates. They are also 
wearying a bit of presidential elections. This 
could mean less detailed coverage in gen- 
eral, and certainly less coverage of the also- 
rans: television, which likes to turn elec- 
tions into horse races, will concentrate even 
more than usual on the candidates at the 
head of the pack. 

Not necessarily on the victors. Political 

expectations can be awkward for the candi- 
dates. For those at the front, expectations 
have to be met. For those at the back, they 
have to be exceeded. Representative Rich- 
ard Gephardt, from Missouri, is expected to 
do well in neighbouring lowa; Governor 
Michael Dukakis, from Massachusetts, is 
expected to triumph in neighbouring New 
Hampshire. If they win their respective 
races easily, it will be unremarkable. If they 
do less well, it will be considered a failure. 
Interest will be concentrated on the candi- 
dates who come second, or close-third. 
@ The southern primary. Southern conser- 
vative Democrats decided to bunch their 
primaries together in the hope of out- 
matching the disproportionate early influ- 
ence of lowa and New Hampshire, an influ- 
ence they believe to be all the more 
pernicious because the scattered activists 
who take part in the lowan Democratic cau- 
cuses tend to be a relatively liberal lot. But 
their counter-offensive could backfire. If, af- 
ter indecisive results in lowa and New 
Hampshire, a clutch of candidates go into 
Super Tuesday splitting the vote between 
them, the one who wins the largest single 
share could be the least conservative of 
them all: the Rev Jesse Jackson, who is both 
black and originally from the South. 

There are other reasons why the mega- 
primary may not favour a conservative can- 
didate (none of the Democratic candidates 


23 


1984, in 
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currently in the race is notably right-wing). 
Remember that, in 1984, the South was ex- 
pected to sustain the candidacy of Senator 
John Glenn. Instead it sustained, through 
wins in Georgia and Alabama, the candi- 
dacy of his more left-wing opponent, Mr 
Walter Mondale. In 1984, southern Demo- 
cratic conservatives already had their cho- 
sen candidate: the Republican, Mr Ronald 
Reagan. In 1988, they may choose, if they 
feel that way, to vote in the Republican pri- 
mary for, say, Mr Dole. This, in 1988 as in 
1984, would give disproportionate influ- 
ence to liberals in the Democratic primary. 

In most southern states, there is no reg- 

istration by party: a voter goes into the 
booth and asks for either the Democratic or 
Republican ballot, as he wishes. In addition, 
most southern states are holding only their 
presidential primaries on March 8th: the 
primaries for other offices, most of them tra- 
ditionally held by Democrats, will take place 
at other times, making it more tempting for 
Democrats to vote in the Republican presi- 
dential primaries. 
@ Money. Those candidates who can (that 
is, those without demanding jobs in Wash- 
ington) are dividing their time between 
lowa and New Hampshire, California and 
New York. Bur, by now, a lot of campaign 
money is either already committed to a can- 
didate or waiting for a clear winner later on. 
The great source of so-far-undirected funds 
is buried among the ex-followers of Mr 
Hart, all of whom are being assiduously 
wooed by his former rivals (most of Mr 
Hart’s organisational talent, by contrast, 
has already been snapped up by a wide vari- 
ety of candidates). 

Some candidates can go back to their 
base. Mr Dukakis beats his Democratic ri- 
vals in money-raising by turning to Greek- 
America and to Massachusetts high-tech ty- 
coons. Representative Pat Schroeder, a 
probable new entrant, left a meeting of the 
National Organisation of Women last week- 
end with enough money promised by femi- 
nists to enable her to claim the same again 
in federal funds. But conventional wisdom 
says that a candidate needs $5m to survive 
Super Tuesday. And, say several campaign 
managers, the name of the game is to have 
enough money in reserve to come back 
fighting after Super Tuesday, when two or 
three large states hold their primaries with- 
out the free media glitz of the Big Day. 

One or two candidates, even at this 
early stage, look as if they may come unstuck 
either from lack of a good grass-roots 
organisation (Delaware’s Senator Joe Biden) 
or from lack of money (Arizona’s ex-Gover- 
nor Bruce Babbitt). Latecomers could find 
these imperatives even more daunting. A lot 
of Democrats, dissatisfied with the field as it 
is, talk yearningly of events bringing New 
York's Governor Mario Cuomo or Geor- 
gia’s Senator Sam Nurîn from on high to 
conquer the nomination process (talk that 
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neither the governor nor the senatoghas ac- 
tively discouraged). The professionafs shake 
their heads: no, they say, the candid&te who 
wins the nomination will probably be a sur- 
vivor of the hard labour of hand-shaking in 
lowa and New Hampshire, money-raising in 


New York and California. 





lran-contra affair 


On the 
president's desk 


WASHINGTON, DC 


667 SIMPLY did not want any outside in- 

terference,” said Rear-Admiral John 
Poindexter, pointing his pipe at Congress. 
And that, simply, is what turned American 
foreign policy on its head during the admi- 
ral’s stretch as national security adviser. The 
adviser protected the president from advice 
other than his own, cutting out from the de- 
cision-making process anybody who might 
hold a contrary opinion: Congress, the cabi- 
net, the CIA (even at times its director). The 
balance that is the basis of America’s system 
of government was discarded; a secretive 
policy, run by a handful of unelected men, 
slid downhill to disaster. 

Congressmen do not underestimate the 
difficulty of getting, and keeping, the system 
straight. By these final stages in the Iran- 
contra hearings, they know more or less 
what happened, and pretty well, with some 
chasms of doubt, how it happened. How to 
stop it happening again is a different matter. 
Congressmen will toil away at new laws, but 
they will do so in the knowledge that a good 
working relationship between the executive 
and the legislature cannot safely be codified. 
The minefield is the distrust that now lines 
the 16 blocks of Pennsylvania Avenue 
which divide the Capitol from the White 
House. 

This lack of faith between the two bod- 
ies of government is illustrated by the diff- 
culty that congressmen have in believing 
that Admiral Poindexter has told them the 
whole truth. In happier times, the admiral’s 
superiors testified, glowingly, to his powers 
of recall, his photographic memory. Yet, un- 
less faced with a bit of paper, the admiral in 
his five days of evidence found that he did 
not recall a great many events, meetings and 
conversations of unusual importance. With 
his obsession for secrecy, his belief in the 
“compartmentalisation’”’ of information, he 
plainly did not encourage chatterboxes. Yet 
the questions that the admiral says he did 
not ask, or was not asked, particularly in 
November 1986 when the ugly affair was 
unravelling, are barely credible. 

Part of the trouble is the acrobatic lib- 
erty that Admiral Poindexter takes with lan- 
guage. He did not lie to congressional com- 





Poindexter’s pipe of forgetfulness 


mittees, or encourage others to lie, ... 
withheld information. The arms-for-hos- 
tages deal with Iran was a tactical first move 
in a larger strategic scheme. The supply of 
weapons to the Nicaraguan contras was the 
technical implementation of the president's 
policy; it was a secret operation but not a 
covert one. The use, by Lieut-Colonel Oli- 
ver North, of the services of an American 
ambassador and officials from the CIA and 
the Defence Department in the supply ef- 
fort was micro-management that the admi- 
ral did not bother himself about. The diver- 
sion of profits from the arms sales to the 
contras was not very important, but dis- 
torted and magnified by the media. : 

Mr Lee Hamilton, the chairman of the 
House of Representatives’ select committee, 
is a gentle, clever man who rarely makes 
speeches. Yet he has taken to delivering 
thoughtful summations at the end of each 
block of testimony which put the evide 
into context, blowing away the irrel 
cies. He lectured Admiral Poindexter on the 
disarray that his excessive secrecy and his 
unjustified arrogation of authority caused 
the country and the president: “Because he 
lacked information, the president inflicted 
serious and repeated political wounds upon 
himself ...the president cannot delegate 
such authority.” The buck, several con- 
gressmen have explained to the admiral, 
stops on the president’s desk, not on his 
adviser’s. 

Admiral Poindexter claims to have no 
regrets, to believe still that he did no wrong. 
The one mistake that he has acknowledged 
is the lack of adequate damage-control pre- 
cautions. “I leave this hearing with my head 
held high,” he responded to Mr Hamilton’s 
reproaches. Congressmen do not forget one 
item in Colonel North's testimony. The col- 
onel claimed that when he offered to be the 
fall guy, he was told by the late William 
Casey, the director of the CIA and the miss- 
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rd man in most of the plots, that he 


might not be senior enough to take the 
‘blame: the fall-guy job might have to go to 
Admiral Poindexter. Whether this thought 
was conveyed to the admiral is one of sev- 
eral mysteries that may never be solved. 





Edwin Meese — 


Investigator 
investigated 


JE search for the smoking gun may be 

ver; suspicions of a cover-up persist. 
attorney-general, Mr Edwin Meese, is 
scheduled to appear before the Iran-contra 
hearings on July 28th. He will be asked to 
explain his lack of curiosity in November 
1986, when the scandal was coming to light. 
‘as Mr Meese who told the world about 
ersion of profits from the Iran arms 

sales to the Nicaraguan. contras, and it was 
Mr Meese who carried out the first White 
Heie inquiry. Yet, according to Rear-Ad- 
miral John Poindexter, the attorney-general 
did not ask hiim some elementary questions: 
e tell the preg and did he approve 


int to stories yet to be told, 


po) 
“Although he is the government’s chief 
aw officer, Mr Meese sometimes seems to be 
more investigated than investigating. The 


special prosecutor for t contra affair, 
Mr Lawtence Walsh, has asked the Justice 
Depaftment for every piece of paper related 
to the November 1986-inquiry, which al- 
lowed numerous documents to be destroyed 
before the FBI was called in. The prosecutor 
is also exploring Mr Meese’s role in delaying 
FBI probes.into Southern Air Transport, 
which was running weapons for the contras. 
A Senate subcommittee has interrogated 
him about an apparent failure to comply 
with government ethics laws. And another 
special prosecutor is looking into his links 
with the much-indicted Wedtech Corpora- 
tion. A similar combination of alleged viola- 
tions of ethics laws and Wedtech connec- 
tions landed a former White House 
colleague, Mr Lyn Nofziger, with a six-count 
indictment last week. Among the officials 
Mr Nofziger is charged with illegally lobby- 
ing is Mr Meese, 

The only firm charge against Mr Meese 
so far has come from the director of the 
Government Ethics Office, the same Mr Da- 
vid Martin who in 1985 ovyer-ruled two 
subordinates to clear Mr Meese of financial 
malfeasance. The ethics office, a post-Water- 
gate creation, was recently compared to “a 
toothless terrier on Valium”. After ignoring 
the attorney-general’s incomplete financial 
disclosure for six months, Mr Martin was 
awakened to its inadequacies by press re- 
ports. He told the Senate two weeks ago that 
Mr Meese had failed to comply with require- 
ments for registering and reporting a “blind 
partnership”. The $50,000 he put into this 
trust, with a consultant who-also worked for 
Wedtech, brought Mr Meese an 81% profit 





in two years ee buying and selling-new 
issues within a day; one of the pr 
shares turned over this way was British 
ways, which earned him $12,500. 

Mr Meese’s memory for detail seen 
patchy. The day after he concluded his blind: 
agreement, he “inadvertently” om 
from a disclosure memo. Last year, he 
ported selling some $10,000-worth of s 
he still owns. On the advice of the 
House counsel, he helped to ease restrict 
on some telephone companies while he 
their stocks. By comparison with his frie 
and financial partners who mace big mone: 
from Wedtech and other deals—-the 
rupt company is now suing three as 
of Mr Meese for defrauding i of 
$1.5m—the Meese transactions are 
beer. Unlike some other Reagan aides, 
Meese is not a rich man. But he seems, at 
least, a little careless, 


The economy 
Durable deficits 


WASHINGTON, DC 


MERICA’S economists have 
awaiting the preliminary second- 

ter GNP figures, due on July 24rh, wir 

apprehension. The first-quarter Agu 

been good, showing real growth of 4 

an annual rate) over the fourth qui 
1986. Much of that was due to the re! 
ing of stocks rather than tö sal es, bur 


defcit slowly cal in fea “Marchi 
April; exports increased steadily in es 

the first four months of the year. Ameri 
exporters, who will have to carry mut 
the burden of growth this year (housing re 
mains relatively depressed and governrie 
spending is unlikely to rise), looked able te 
bear it, 

Then came May’s trade figures. L 
rected for seasonal factors, and theres 
difficult to interpret, they nonetheless took 
financial markets by surprise. The i 
tween imports and exports widened { 
the threemonthly average of the deficiti 
March to May ($13.8 billion) was 
than in December to February ($13.4 b 
lion). The news confirmed many forece 
in their a that America’s visible trade 
deficit will be more than $165 billion th 
year, much the same as last year's $169 bile 
lion, In volume terms, America’s trade dete 
cit is falling (see page 57}. If che past were 
any guide, though, it should by now have 
been falling in dollar rerms, too. So the ald 
question is being asked once more. Why 
the two years since the peak of the € 
has the jcurve proved so slow 
materialise! 

The most platsible explanationcis th 
oa firms? yave tried harder: thane 
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The phantom of,a trade war 





US exports 





*First five months at annual rate 
Sources: US Commerce Dept; US Treasury; Congressional Budget Office 


fore to hang on to their newly captured 
share of the American market, and have 
slashed their profit margins to do so. As the 
dollar tumbled, they resisted raising their 
prices longer than anyone believed possible. 
Now, at last, they are doing so, and consum- 
ers are belatedly reacting as the J-curve said 
they should. Japanese cars, for example, 
have been getting dearer; consumers are 
only now buying fewer of them. 

On top of this, it seems that some 
American consumers have found they like 
imports so much that they are prepared to 
pay a lot more for them than for competing 
American goods: just another way of saying 
that market-share is much easier to lose 
than to win back. Domestic manufacturers 
are trying to deal with this by stressing 
“quality” in their advertisements. 

For now, the continuing strength of im- 

rts is causing fears. that the dollar may 
ae to fall again—and that might mean an- 
other upward twist to inflation. Mr Paul 
Volcker, in his farewell appearance before 
the House of Representatives’ banking com- 
mittee on July 21st, spoke once more of this 
danger. The next day, it was announced 
that consumer prices had risen at an annual 
rate of 5.4% in the first half of the year. 

In the midst of these economic uncer- 
tainties sit-—as ever—America’s other defi- 
cit. The one proposition that unites econo- 
mists is that the economy would be fitter if 
the budget deficit carried on gently shrink- 
ing. But recent projections show it falling 
only for the next few quarters, then rising. 
Higher-than-expected tax receipts this year 
mean that the Office of Management and 
Budget now predicts a deficit in fiscal 1987 
of $155 billion, well below last year's $220 
billion. But those receipts were high largely 
because of last year’s tax reform, which in 
1988 and 1989 will add to the deficit. The 
Congressional Budget Office now guesses 
that the deficit will rise to $181 billion next 
year and $189 billion in 1989, if no new sav- 
ings or revenues are found. 











ROTECTIONISM is not a matter 

merely of cars, or television sets, or 
bolts of cloth. It also afflicts artistic 
endeavours, when it becomes compli- 
cated. In the back rooms of the Music 
Box theatre, in New York, a trade dis- 
pute is going on over “Les Liaisons 
Dangeureuses”, a popular production by 
the Royal Shakespeare Company. The 
British cast has been allowed to play for a 
maximum of 20 weeks; its time is almost 
up, and three well-known American ac- 
tors have been found to assume the prin- 
cipal roles. But the box office is falling off 
a bit, advance bookings are disappoint- 
ing, and the play has won no Tony 
awards. It is no longer, according to the 
American producers, a vehicle that is go- 
ing to do American actors much good. 
They are therefore putting it about that 
the play will cost too much to recast—as 
much as $210,000, well over a week’s 
takings, for new costumes, rehearsals 
and extra publicity—and that since the 
British cast is forbidden to continue, it 
will have to close in September. 

“Les Liaisons” appears to be the lat- 
est casualty of the transatlantic jealousies 
between British and American theatre. 
These have been regulated, over the past 
five years, by a fairly flexible arrange- 
ment that allows actors from one country 
to perform in the other for fixed terms 
and in roles of equivalent importance. 
There are exceptions to the rule for stars 
of international standing and for star en- 
sembles, such as the National Theatre. In 
general, however, actors on both sides of 
the water—three-quarters of them, at 
any one time, out of work—guard their 
opportunities assiduously, aes, 
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“Les Liaisons” gets its quota 








Feelings have been running high in 
the present season on Broadway, where, 
out of 22 productions, four British musi- 
cals—“Me and My Girl”, “Les 
Misérables”, “Starlight Express” and 
“Cats”—-are attracting, between them, 
33% of theatre-goers. The successful 
British musical, with more-than-ade- 
quate singers, dancers and pit musicians, 
is a new and disturbing phenomenon. 
And musicals are big employers. Seasons 
in Broadway and Los Angeles, followed 
by a road tour, can provide jobs for up to 
200 actors. They also provide, for a few, 
the chance to be a star. 

At the end of June, the actor-ex- 
change arrangement almost fell apart 
over one of the most successful musicals 
recently to come America’s way, Mr An- 
drew Lloyd Webber’s “The Phantom of 
the Opera”, which is due to open on 
Broadway on November 12th. The 
American Actors’ Equity Association 
was dissatisfied that, out of the three top 
roles, only one would be played by an 
American. 

American Equity could not quibble 
with the playing of the star role by a 
Briton, Mr Michael Crawford, since he is 
a star already. But Miss Sarah 
Brightman, the British actress who took 
third billing, is not. Her role, the union 
explained, offered an opportunity to 
“create a star”, and that was a chance an 
American actress should have. On two 
different occasions, American Equity re- 
fused to let Miss Brightman work in 
America at all. Now that British actors 
can tap dance, American actors have to 
hold the line somewhere. 

The compromise that has been 
crafted for “Phantom” seems elaborate. 
Miss Brightman is to appear for six 
months as long as Mr Lloyd Webber, her 
husband, guarantees a leading role in 
one of his forthcoming West End pro- 
ductions to an American who is not a 
star in London. If the production lasts 
less than six months, some new starring 
vehicle will have to be found for another 
American. The same actor will then take 
the role on Broadway. 

Mr Lloyd Webber does not mind, and 
British Equity seems satisfied, and every- 
body’s egos seem to have recovered. But 
there is, nonetheless, something of a war 
on, and it may get worse. As Mr Frank 
Rich put it in the New York Times: “For 
the New York theatre, the rise of Lon- 
don as a musical-theatre capital is as so- 
bering a spectre as the awakening of the 
Japanese automobile industry was for 


Detroit.” 
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Welfare reform 


The long view 


S NATOR Daniel Patrick Moynihan has 
at last unveiled his bill to reform the 50- 
year-old welfare programme for women 
bringing up children single-handed. Under 
his plan, the programme known as Aid to 
Families with Dependent Children (AFDC) 
would become the Child Support Supple- 
ment Programme. It would be built on the 
popular premise that parents must be re- 
sponsible, in the first instance, for bringing 
up their children. Mothers must be enabled 
to work and fathers must be compelled, if 
necessary, to pay their share by deducting 
child-support payments from their wages. 

Fathers would be made easier to identify 
by registration of parents’ social-security 
numbers at the birth of their children, and 

blood tests. They would be made easier to 

d by greater co-operation among the 
states. The states would also be required to 
fix statewide standards for child support. If 
Congress agrees, many women and children 
will benefit, not just those on welfare. 

The cost would not be great to the fed- 
eral government; nor would that of another 
part of the bill, which would forbid any state 
to refuse help to a woman and her children 
solely on the ground that the unemployed 
father was living with his family. At present 
24 states, most of them in the South and 
West, persist in separating families. 

The heart of the Moynihan proposal is 
its requirement that every state should set 
up what is called a Joss programme. This 
would provide education, English classes, 
work experience and help in finding work. 
The federal government would give the 
states $140m a year, with the states putting 
up another $10m; beyond that, the financ- 
ång would be open-ended if the states put up 

cents for each federal dollar. 

Women on welfare would be required to 
take part unless they had a child under three 
years old (states could reduce this to under 
one year), or were ill, pregnant, disabled or 
had a dependant needing care. But they 
could not be forced to take a job that would 
reduce the family’s income. Day care would 
have to be provided for children if needed 
and the federal government would pay up to 
$160 a month for it. (This would amount to 
almost half of the average $352-a-month 
benefit that a mother would receive for stay- 
ing at home with her child; if there were two 
or more children, day-care payments would 
equal or exceed it.) The federal government 
would also continue to provide medical care 
for the family for four months after the 
mother found a job; this could be extended 
to a still ungenerous nine months, with the 
mother paying what she could afford. 

The trouble with all this, as Mr Moyni- 
han points out in an accompanying report, 
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is that the federal government already pro- 
vides open-ended financing for state pro- 
gtamgnes to provide work for welfare moth- 
ers. And, in his words, “It costs them 
practically nothing. The states simply don’t 
use it." Some do, in fact, but the suspicion 
must be that most states are not keen to un- 
dertake a complicated new responsibility. 
Further, Mr Moynihan admits that the 
best research done on work programmes for 
welfare mothers (by the Manpower Research 
Demonstration Corporation) came to a 
rather half-hearted conclusion: that low-cost 
job-search and  work-experience pro- 
grammes produce employment gains that 
range from 3% to 9%. Mr Moynihan asks, 
“Not much, you say? True. But something.” 
Rightly, he emphasises something else 
researchers have discovered: the greatest 
gains were found among those who needed 
it most and who, if no help were provided, 
might spend as long as ten years on welfare. 
These are the youngest mothers, who make 
up about a quarter of the women on welfare 
and who, if not given a leg up, will prove the 
most expensive to the government. 
Another doubt concerns the cost to the 
federal budget. Mr Moynihan has had his 
whole programme costed by the Congres- 
sional Budget Office and concludes happily 
that the net federal costs would be low: 
$162m over the first five years. “Embarrass- 
ingly little,” he says. But this is in addition to 
the nearly $9 billion a year paid by the fed- 
eral government. And the figures suggest 
that he is not aiming for quick results. In 
1991, when the programme is expected to be 
fully operational, the net costs (costs less sav- 
ings) would amount to $170m. The scheme 
would be unlikely to produce dramatic re- 
sults for ten years. 
Will Congress agree to wait? It is pretty 
certain that the present administration will 





not. It is looking for a quick solution: giving 
the states the money and then letting them 
do as they wish. The involvement of the fed- 
eral government that the Moynihan plan as- 
sumes is anathema to President Reagan 





Texas 


Politics in court 


AUSTIN 


AST May, while the Texas legislature was 
locked over the state’s huge budget def- 
icit, an obscure legal body, long thought 
moribund, dropped a time bomb on Texas 
politics. The Commission on Judicial Con- 
duct concluded a year-long investigation 
into unethical conduct on the Texas Su- 
preme Court by rebuking two of the court's 
nine judges. The impact of the commis- 
sion’s unprecedented action was delayed, as 
the budget crisis continued to dominate the 
political news. On July 21st, however, the 
legislature passed a $5.7 billion tax package 
and the incipient scandal on the Supreme 
Court moved to the top of the state’s politi- 
cal agenda. 

By design and in practice, the Texas Su- 
preme Court is an intensely political body. 
While most other states have moved to insu- 
late their judges from politics, the Texas ju- 
diciary has become increasingly politicised. 
All judges in Texas are elected. They run as 
Republicans or Democrats in party prima- 
ries and at the general election. They solicit 
campaign contributions from lawyers whose 
cases they will decide. A statewide race for 
the Supreme Court costs hundreds of thou- 
sands of dollars, and contributions of 
$10,000 and up from lawyers who practise 
before the court are not uncommon 

Cracks have been appearing in the sys- 
tem for years. Judicial races are at the bot- 
tom of the ballot and get little attention 
from the public, In 1976, Don Yarbrough, a 
little known Houston lawyer, beat a re- 
spected appellate judge in a Supreme Court 
race; voters confused Mr Yarbrough with 
Mr Don Yarborough, who had twice run for 
governor in the 1960s. Mr Yarbrough 
served only a few months before his murky 
past caught up with him. He resigned under 
threat of impeachment. 

In 1980, straight-ticket Republican vor 
ing swept local Democratic judges out of of- 
fice in Houston and Dallas, elevating some 
bizarre challengers to the bench, including 
one judge who held court in his pyjamas. 
More recently, lawyers for Texaco in the cel- 
ebrated Texaco-Pennzoil case have claimed 
that big campaign contributions by 
Pennzoil’s lawyers have stacked the Texas 
court system against Texaco. 

But the political nature of the Supreme 
Court goes beyond party politics (all nine 
judges are Democrats) to legal politics. For 
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most of the state’s heir, the court was an 
arm of the legal and political establishment. 
The law of Texas as pronounced by the 
court, like the law of Texas as written by the 
legislature, strongly favoured business. 
Texas law made it hard for plaintiffs to re- 
cover damages for personal injuries. 

The court began to change in the late 
1970s. The Don Yarbrough election 
showed that the endorsement of the legal 
establishment, which always went to candi- 
dates backed by the defence bar, could be 
overcome by candidates whose names 
seemed familiar. Lawyers for plaintiffs be- 
gan recruiting candidates for the court with 
Anglo-Saxon names like Campbell, Ray and 
Wallace, and backing them with generous 
contributions. By 1982, judges sympathetic 
to plaintiffs had a majority; they trans- 
formed the court from one of the most con- 
servative, pro-defendant state courts in the 
country into one of the most activist and 
pro-plaintiff. The new majority tossed 
precedent aside and rewrote Texas law: it 
declared unconstitutional, for example, a 
legislative attempt to limit doctors’ liability 
in malpractice cases. 

Some of the new judges, it turned out, 
were doing more for plaintiffs’ lawyers than 
simply bringing Texas law into the modern 
age. In 1986, Justice C.L. Ray ordered that 
two specific cases, in which the plaintiff was 
represented by a lawyer who was a heavy 
contributor in Supreme Court races, should 


be transferred from one appellate court to 
another. Although transfers among courts 
to equalise caseloads are routine in þexas, 
the cases are supposed to be chosen at ran- 
dom to avoid any suggestion of favouritism. 
The specific request raised eyebrows, and 
eventually found its way into the 
newspapers. 

A legislative committee began an inves- 
tigation and found that the plaintiff s lawyer 
had asked Mr Ray to make the two trans- 
fers. It also discovered that the justice had 
held fund-raising parties to which litigants 
with cases pending before the court had 
been invited. The committee learned that 
two briefing clerks for another pro-plaintiff 
justice, Mr William Kilgarlin, had enjoyed a 
free trip to Las Vegas paid for by a plaintif s 
lawyer who had a case pending before the 
court (which he later won), Other briefing 
clerks testified to infringements of court 
rules against discussing pending cases with 
people outside the court. 

After some hard manoeuvring, Mr Ray 
and Mr Kilgarlin managed to get the investi- 
gation shifted to the Commission on Judi- 
cial Conduct, where the proceedings and 
frequently even the outcome are secret. But 
too much political damage had been done. 
After a year, the commission announced its 
decisions: a public reprimand of Mr Ray 
and a less damning public admonishment of 
Mr Kilgarlin, with details of six charges 
against Mr Ray (including favouritism in- 





volving the case transfers) and two against 
Mr Kilgarlin (including failure to maintain 
ethical standards for his staff). 

Even before the commission’s an- 
nouncement, the pressure to change the 
way Texas judges are chosen had begun to 
increase. The court's own chief justice, a for- 
mer plaintiffs’ lawyer, came out for a system 
based on merit rather than politics. A spe- 
cial legislative committee has been formed 
to recommend changes in judicial selection. 

Previous attempts at judicial reform in 
Texas have gone nowhere. But the Supreme 
Court scandal has changed that.’ Many 
Democrats are worried about running on a 
ticket that includes Mr Kilgarlin, who is up 
for re-election in 1988. They are even more 
worried about running on a ticket that in- 
cludes Mr Ray, who is up for re-election in 
1990, the year of the next governor's race. 
Republicans have held back from attacking 
the court mainly because their governor, Mr 
William Clements, has been embroiled 
scandal himself, as the result of his appre 
of cash payments to football players while 
he was chairman of the board of Southern 
Methodist University. But as Mr Clements’s 
troubles recede, the court will present an in- 
viting target in 1988. The Democrats may 
have to join in an attack on the one arm of 
state government where their philosophy is 
in the ascendant in order to avoid losing 
ground elsewhere. 
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Puffin’, shootin’ and sniffin’ 


SANTA MONICA, CALIFORNIA 


RE Americans consuming fewer 
drugs? Probably not. A dramatic 
drop in the latest estimate of the quantity 
of illicit drugs consumed and produced in 
the United States may confirm only that 
nobody really knows. 

For the past ten years an inter-agency 
committee, the National Narcotics Intelli- 
gence Consumers Committee, has pub- 
lished an annual estimate. It has always 
been a bit of mystery how this estimate 
was prepared, but the figures, from year 
to year, were at least consistent. Now, sud- 
denly, in the çommittee’s latest report, 
they are not. Cocaine consumption for 
1985 is estimated at 73 tons, compared 
with 130 tons in 1984; marijuana con- 
sumption for 1985 is estimated at 4,900 
tons, compared with 8,500 tons in 1984. 

Some drugs agencies have greeted 
these new estimates with relief, interpret- 
ing them as evidence that the use of co- 
caine may have peaked. A sadder ex- 
planation is that the NNICC may simply 
have changed its statistical methods. 

The new lower estimates appear to be 

| based on the household surveys carried 


out by the National Institute on Drug 
Abuse. The surveys provide a good esti- 
mate of trends but under-estimate both 
the number of takers and the amount 
they take. They miss groups that do not 
live in households, such as college stu- 
dents and soldiers on military bases. Even 
so, they provide the only available “hard 
numbers” on drug taking. 

Other estimates involve subjective 
guesses. Moreover, different agencies 
have different interests; their guesses of- 
ten differ. The State Department, for in- 
stance, would like a low estimate for the 
share of marijuana produced domesti- 
cally; high estimates reduce the moral au- 
thority of the United States in its at- 
tempts to deter Latin American suppliers. 
The domestic supply-busting agencies, on 
the other hand, may have an interest in a 
high estimate of the home-produced 
share, since this makes their efforts look 
better. 

The federal government now spends 
almost $2 billion on anti-drug. policies. 
Congress thunders about creating a drug 
tsar, and debates whether the Coast 





Guard should report to the customs ser- 
vice or vice versa. Yet both the adminis- 
tration and Congress are largely ignorant 
of the true scale of the problem—and, 
more important, cannot be entirely confi- 
dent whether it is getting better or worse. 
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INTERNATIONAL 


The world says stop it, or else 


HE curious thing about the United Na- 
tions resolution of July 20th on the Iran- 
raq war is that its first impact helped the 
ranians, who bitterly denounced it. While 
efusing to agree to stop fighting on land, 
hey are eager to stop the “tanker war” in 
Julf waters—for the simple reason that 
heir oil exports go out by sea, whereas Iraq’s 
yes to the market through pipelines. 
thances of the tanker war being halted, 
t least for a while, were improved by the UN 
esolution. 

Faced with the Security Council’s de- 
aand for an immediate ceasefire “on land, 
tsea and in the air”, Iraq, whose interest in 
he success of the UN peacemaking initiative 
; obvious, seemed bound to suspend its at- 
acks.on Iranian oil traffic. That was just 
shat the Iranians wanted. Their spokesmen 
ad said that, once their own traffic was no 
onger under fire, they could let other ships 
ass through the Gulf no matter what flags 
hey flew—including, by clear implication, 
he newly American-flagged Kuwaiti ships, 
he first of which entered the Gulf on July 

nd under American naval escort. 

True, the words of Iran's official spokes- 
ren are one thing, the actions of its Revolu- 
ionary Guards another, and one fanatic in 
ommand of a missile launch might set off a 

Il (or not so small) war between Iran and 
Posies States. True, the Iranians’ offi- 
tal policies can change abruptly, and often 
or the worse (on July 21st their latest hate- 
bject, France, was driven to announce that 
, too, was about to provide naval escorts 
arough the Gulf for its tankers). True, there 
an be no firm guarantee of long-lasting re- 
traint on the Iraqis’ side. However, at mid- 
teek the international oil markets appeared 
3 be hoping for a lull in the tanker war. 

Lull or no lull, what is to follow? In the 
ast seven years, seven UN calls for an end to 
re Iran-Iraq war have been ignored, and 
ven the Americans, the most energetic 
sonsors of the new Security Council resolu- 
on, never imagined that it would bring in- 
ant peace. But this time extra weight has 
een put behind it. 

Admittedly, the teeth the Americans 
‘ould have liked the resolution to contain 
ave been extracted. There is no explicit 
ireat that international sanctions will be 
nposed on a belligerent that rejects the UN 
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call for peace (meaning Iran). It had taken 
months of hard work to line up the council's 
five veto-wielders—America, Russia, China, 
Britain and France—behind an agreed draft, 
and several further weeks to sell it to the ten 
non-permanent members, who this year in- 
clude West Germany, Italy and Japan. Dur- 
ing these negotiations the text was repeat- 
edly modified, and most of the changes 
made were, fairly obviously, conciliatory ges- 
tures to Iran. 

The council now envisages an inquiry 
into “responsibility for the conflict” and de- 
plores its “initiation” as well as its continua- 
tion (Iran wants Iraq to be publicly blamed 
for starting the war). It recognises the need 
for international aid in postwar reconstruc- 
tion (Iran demands war reparations from 
Iraq). It deplores “in particular, the use of 
chemical weapons” (Iran wants Iraq 
branded with that offence, too). 

Nevertheless, in the end the council 
voted unanimously. The resolution says 
that, if necessary, the council will “consider 
further steps to ensure compliance”. And, in 
demanding a ceasefire, the council members 
use “mandatory” language, declaring that 
they are acting under articles 39 and 40 of 
the UN charter—the first two articles of its 
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Chapter 7. They ventured into this “en- 
forcement” chapter nearly 20 years ago— 
some said unjustifiably—when they ordered 
the imposition of economic sanctions on the 
Rhodesian rebel regime. Now Chapter 7 is 
being invoked in connection with a war be- 
tween two sovereign states, which is the 
nearest thing yet to an activation of UN en- 
forcement mechanisms in the form in which 
they were set out in the charter in 1945. 

The fact thar all the council members, 
including Russia and China, have been per- 
suaded to go this far represents a real 
achievement for western, and primarily 
American, diplomacy. But the Americans 
are likely to find that the seas ahead remain 
choppy, for two main reasons. 

The first is that Russian actions outside 
the Security Council chamber do not en- 
courage hopes of getting the Soviet Union 
to go along with those “further steps” (a UN- 
ordered ban on arms sales to a non-comply- 
ing belligerent, for example). The Ameri- 
cans answered this week's Soviet proposal of 
bilateral superpower talks about the Gulf 
war by saying that the UN is now the proper 
place for such exchanges. The Russians 
might have got a less brusque brush-off if 
they had not been so loud in denouncing the 
Americans’ convoy operation and demand- 
ing the removal of all foreign warships from 
the Gulf. The Russians have yet to provide 
convincing evidence that they place a higher 
priority on ending the war in the Gulf than 
they do on strengthening their own position 
there. 

A second reason for American edginess 
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MERICA'S first Gulf convoy under 
the new rules passed through the 
Hormuz strait on July 22nd hoping for 
: peace but, by any test, well prepared for 
war. The American navy has two jobs to 
do. One is to protect the reflagged Ku- 
waiti tankers, and itself, from attack. The 
other is, if necessary, to hit back at the 
attacker—presumably Iran. It has the 
muscle to do both. 

The two tankers heading for Kuwait 
this week were directly escorted by a 
cruiser, a destroyer and a frigate. Other 
warships are on patrol farther up the 
Gulf. The aircraft carrier Constellation, 
with around 90 aircraft, is flying cover 
from the Arabian Sea (the Gulf waters 





ate safely in them). Land-based American 
navy patrol aircraft, operating from 
Oman, will keep an eye out for Ira- 
nian surface ships, and Saudi 
AWACS aircraft will tell the Ameri- 
cans of all aircraft movements near 
the Gulf. 

This is a strong force, which 
faces four threats from Iran: Chi- 
nese-made Silkworm missiles, de- 
ployed near the mouth of the Gulf 
(see map); the remnants of Iran’s 
air force; fast patrol boats; and 
mines, The few Iranian frigates op- 
erating in the southern Gulf are un- 
likely to get close enough to chal- 
lenge the convoy. 

A Silkworm’s 1,100-pound 
warhead could wreck even a big 
tanker, but the missile itself, copied 
from a vintage Russian missile 
called the Styx, is a big contraption 
that flies slowly. The American 
warships, helped by EA-6B aircraft 
from the Constellation, should be 
able to jam its radar guidance sys- 
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tem. If the jamming should fail (it might, if 
the Chinese have fitted the missiles with 
harder-to-jam infra-red guidance), the 
Silkworms could be shot down by fighter 
aircraft or by the ships themselves. The es- 
corts are fitted with anti-aircraft missiles 
and a rapid-firing (3,000 rounds a minute) 
20mm machinegun specifically designed 
for anti-missile work. The first convoy 
passed through the Silkworms’ firing zone 
without incident, but the threat to future 
shipping remains. 

Farther up the Gulf, the main threat 
comes from Iranian aircraft, especially 
from the 40 or so Phantoms Iran has 
probably kept airworthy. Each convoy 
will have at least one air-defence control 
ship, either a cruiser fitted with the ultra- 
modern Aegis radar system and Standard 
anti-aircraft missiles or one of the Kidd- 
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class destroyers, which are almost as good. 


Continuous air cover can be flown by 
fighters from the Constellation and, per- 
haps, from bases in Saudi Arabia. 

Mark that “perhaps”. The sort of sup- 
port available from Saudi Arabia and Ku- 
wait is the most important unknown’in 
the air. As the convoys near Kuwait, they 
draw farther away from the aircraft car- 
rier, which will be keeping at least one 
pair of fighters on patrol, along with an E- 
2c Hawkeye early-warning aircraft to 
make sure the Saudi Awacs do their sur- 
veillance job properly. From Bahrain 
northwards the air-patrol job. becomes in- 
creasingly difficult for the Constellation. 
If the convoys travel.at about 15 knots, 
and take about 48 hours to load, they will 
spend a nerve-wracking four days at a 
stretch at these extreme ranges. 

At such times, the Americans will have. 
to refuel their fighters in the air, perhaps 
twice during each sortie, to give them any ` 
appreciable time on station near 
the convoy. The problem would be 
greatly eased if the Saudis provided 
air cover with their F-15s, or if Saudi 
Arabia and Kuwait allowed Ameri- 
can fighters or refuelling tankers to 
use their airfelds. pa 

Some of Iran’s fast patrol boats 
may have an American Harpoon « 
missile or two (a sea-skimmer, simi- 
lar to the French Exocet) stillir 
workable condition, although so.» 
far their attacks.have been limited 
to machineguns.and hand-held gre- ` 
nade-launchers... These. weapons: 
can do some damage, but the main 
danger would be.a ramming. by a 
boat loaded with explosives, either 
remotely controlled or manned by 
an Iranian suicide squad. The .. 
America. escorts, assisted by the ig 
naval patrol aircraft and the Saudi’ 
AWACS, should be able to spot and ~ 
destroy any attacking boats: before 






















that the convoying operation hands the 
nitiative in the Gulf neatly. over to local mis- 
hief-makers. The world held its breath this 
reek while it waited to see whether Iran 
‘ould dare take on the American navy. The 
ranians have every reason to hold back—so 
ong as Iraq responds to the UN resolution, 
nd to American pressure, by stopping or at 
east limiting its own attacks on Iranian ship- 
ing. But if Iraq's attacks resume, the Irani- 
s may strike at the American convoys and 
thereby court American ‘retaliation. The 
Americans think that they can restrain Iraq. 
Bur after seven years of bloody war, how 
“long can Iraq’s President Saddam Hussein 
bear to resist this temptation to bring a su- 
perpower into action against his enemy? 
S 
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The war of the 
embassies 


N 1984 Ayatollah Khomeini ordered 
Iran’s diplomats to start winning friends 
for his regime. It had discovered the incon- 
veniences of the isolation that it had 
brought upon itself—most conspicuously, 
by brutally violating the basic rules of diplo- 
macy when it seized the American embassy 
in Tehran and held the American diplomats 
as hostages. By last year, visible progress had 
been made. In particular, relations were im- 
proving with France, which had expelled 
some leaders of the exiled Iranian opposi- 


tion and agreed to pay. [ran some disputed 
money. But today Iran is back in as much 
isolation as three years ago. 

Its new confrontation with France, 
which broke off diplomatic relations on July 
17th, has capped-a whole series of damaging 
rows. In recent months, Britain has only just 
stopped short of cutting its. last. links with 
Iran; three Arab states have broken. with 
Iran; and Syria, Iran's main Arab ally, has 
become increasingly irritated by Iran’s influ- 
ence in Lebanon. Iran's prime minister, Mr. 
Hussain Moussavi, has given offence while 
visiting Turkey by refusing to: pay the.cus- 
romary visit to Kemal Araturk’s tomb; and 
Iran has expelled Australian, West German 
and Italian diplomats because television pro- 
grammes poking fun at Ayatollah Khomeini 
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they got close. But in the Gulf there are a 
lot of ships and oil platforms to hide be- 
hind, and no defence (remember the 
Stark and Britain's woes in the Falklands) 
is perfect. If an explosive boat gets 
through, it could cause big trouble. 

The logical place for Iran to plant its 
mines is in the approaches to Kuwait's oil 
terminal, the one bit of water that the 
tankers (though not their escorts) cannot 
avoid passing through. Although the 
mines are unlikely to do serious damage to 
a big tanker, only three Saudi minesweep- 
ers are available to get rid of any that get 
planted. If Iran mined the Kuwait ap- 
proaches while the reflagged tankers were 
loading inside the terminal, it could delay 
the return journey for days. 

What will the Americans do if they are 
attacked? Defend themselves, certainly: 
maybe retaliate too. The first retaliatory 

es might be tit-for-tat ones—on the 

ching sites if Silkworm missiles are 
fired, or on naval bases if missile boats are 
used. But if the attacks continued, or if a 
ship were badly damaged, the Americans 
might make a more general attack on 
Iran’s missile sites, naval and air bases, 
and ships at sea. They could also try to 
knock out the Kharg Island oil terminal 
and destroy most of Iran’s other oil-pump- 
ing-and-delivering equipment. 

One aircraft carrier could not do all of 
that damage in a hurry; but more carriers 
are almost certainly.on the way. And B52 
bombers, operating from Diego Garcia in 
the Indian Ocean (or even from the 
United States, using in-flight refuelling), 
could also be used against Iranian targets. 
If the United States destroyed what re- 
mains of Iran’s air force, Iraq's aircraft 
could then operate virtually unimpeded 
over the Gulf and over much of Iran itself. 
nat of that would probably deter a 







nal government from attacking the 
erican convoys. The Americans hope 
Iran is rational. 


were shown in their countries. 











The row with Britain began in early 
June, when Iran’s vice-consul in Manchester 
was charged with shoplifting, and became se- 
rious when the Iranians abducted a British 
diplomat and beat him up. This led to recip- 
rocal expulsions that have left each country 
with only one representative in the other's 
capital. 

The dispute with France has produced 
an even more painful deadlock. Mr Wahid 
Gordji, the Iranian “interpreter” whom a 
French magistrate wants to question about 
terrorism in France, was still holed up in his 
embassy there this week. The embassy, with 
44 other Iranians in it, was sealed off—as the 
French embassy in Tehran, in which there 
are 15 French nationals, had been even be- 
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fore the diplomatic break. After accusing 
the French consul of spying, Iran has ex- 
tended that charge to the whole embassy. 
The two sides have been negotiating for an 
exchange; but the French insist that Mr 
Gordji must first appear before the magis- 
trate. 





Brazil 
A slipping grip 


Bess President José Sarney stepped 
into the job on the death of the man 
elected to do it, and in the process took over 
a ruling party that is not his own. He is now 
feeling the consequences. At the convention 





Sarney the unloved 


of the Brazilian Democratic Movement 
party (PMDB) on July 18th-19th, Mr Sarney’s 
plea for a five-year presidential term was tu- 
multuously ignored, and the decision was re- 
ferred back to the country's constituent as- 
sembly. The assembly seems likely to vote 
for a four-year term, and for a presidential 
election by direct vote next year. 

The president came away from the con- 
vention badly bruised on other matters. The 
PMDB controls a majority of the seats in the 
constituent assembly, as well as 21 out of 23 
state governorships. At the convention, its 
members criticised the country's national se- 
curity law, which allows the army to crack 
down on street demonstrations (the law was 
invoked after Mr Sarney had been mobbed 
in Rio de Janeiro earlier this month). Some 
of the president's own ministers voted 
against him on procedural motions. The 
party looks close to splitting. Mr Sarney 
would then have to try to stitch together a 
majority in the constituent assembly from a 


handful of right-of-centre PMDB members 
and the small conservative parties. 

Since the president can probably rely on 
the backing of the army, the party’s middle- 
of-the-roaders, who are led by Mr Ulysses 
Guimaraes, the president of the constituent 
assembly, have so far hesitated to go into ac- 
tive opposition. But Mr Mario Covas, the 
presidential hopeful of the party's younger 
members (Mr Guimaraes is in his 70s), has 
proposed a mass campaign for a constitu- 
tional amendment insisting on a four-year 
presidential term. The assembly has already 
drafted some clauses, in particular a 
strengthening of the power of Congress, 
which go against the president's grain, 

The last direct clash between a president 
and Congress, in 1962, led indirectly to a 
military coup. Even if President Sarney gives 
way to the constituent assembly, and a presi- 
dential election is held next year, he will 
probably be replaced by a more populist can- 
didate, such as Mr Covas or the former gov- 
ernor of Rio de Janeiro, Mr Leonel Brizola. 
Thar spells even more trouble for the mea- 
sures (see page 54) with which Mr Sarney is 
trying to control Brazil's inflation. 

— —s 


Israel 
Of ballots and 
bulldozers 


FROM OUR ISRAEL CORRESPONDENT 





NE of the first things Egypt's foreign 

minister, Mr Esmat Abdel Megitid, 
said when he arrived in Israel on July 20th 
was that he was the guest of the whole Israeli 
government, not only of the foreign minis- 
ter, Mr Shimon Peres. The distinction be- 
comes more important by the day, as the 
feud between the Likud and Labour halves 
of Israel’s inaptly-named “national unity” 
government degenerates into farce. 

On the eve of Mr Meguid's arrival, Mr 
Ariel Sharon, the (Likud) industry minister, 
sent a bulldozer to clear the ground for a 
new Israeli settlement, Avnei Hefetz, west of 
Nablus in the occupied West Bank. The (La- 
bour).defence minister, Mr Yitzhak Rabin, 
promptly sent Israeli soldiers to stop it. Mr 
Sharon’s bulldozer symbolised Likud’s 
determination to hold on to the West Bank; 
Mr Rabin’s soldiers were sent to show 
Labour's desire for an international confer- 
ence that would discuss giving up at least 
part of the West Bank in return for peace. 

Mr Meguid was the most senior Egyp- 
tian to visit Israel since 1982, but nothing he 
said dented Likud’s opposition to Labour's 
plan for a peace conference launched by all 
five members of the United Nations Secu- 
rity Council—Russia and China as well as 
America, Britain and France. Israel's prime 
minister, Mr Yitzhak Shamir, knows full 
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FROM OUR SPECIAL CORRESPONDENT 


EARLY 10% of Israel’s votes—and 

15% of its electorate—are Arab. 
Just suppose the Arabs all voted as a 
block, for a single Arab party. Given Is- 
rael’s proportional voting system, it 
could make and break Israeli govern- 
ments, just as the minor Jewish religious 
parties do now. It has not happened, but 
it remains a distant national nightmare 
for the Jewish majority. In Jerusalem this 
summer, the nightmare came half-way to 
being local reality. 

Thanks to the annexation of East Je- 
rusalem in 1967, about a quarter of the 
enlarged city’s adults are Arab. Many of 
these retain Jordanian citizenship, and 
cannot vote in elections to the Knesset, 





The voters at the gate 
















JERUSALEM 


Israel’s parliament. But all can vote for 
the municipal council and the mayor. 
Not many actually do so: under 20%, in 
the 1983 local elections, as against 60% 
or more of Jews. Voting could seem to 
legitimise the annexation; few Arabs 
want to risk that, still fewer to be seen 
risking it. 

So Jerusalem’s Arabs have good rea- 
sons for not voting. But last month one 
East Jerusalemite decided to challenge 
them: Mr Hanna Siniora, editor of a lo- 
cal paper, Al-Fajr. It would be years, if 
ever, he argued, before Israel allowed 
Palestinians in the West Bank, let alone 
Jerusalem, to govern themselves. So why 
not use the machinery of Israeli democ- 
racy, both to help with day-to-day issues 
and, thereby, to advance the national 
cause? He was ready to lead an Arab list 
in the 1988 council elections. 

Mr Siniora has found little overt sup- 
port, and much criticism, among his fel- 
low Arabs. For the moment, Mr Siniora 
has put his idea on the back-burner, sup- 
posedly while he seeks advice on its im- 
plications in international law. But the 
idea is unlikely to go away. And while 
Palestinian Arabs may be in two minds 
about it, not so most Israeli Jews. It 
frightens them. 








well that such a conference would lead to 
pressure on Israel to withdraw from most of 
the territories it occupied in 1967, an idea 
his party loathes. Anxious not to appear too 
obviously a spoiler, he countered with some 


_ proposals of its own. 


Mr Shamir told Mr Meguid that Israel 


S ~ would like to revive the long-defunct talks 


on Palestinian autonomy called for by the 
Camp David peace agreement with Egypt. 
He has also suggested holding a conference 
attended by Egypt and Jordan as well as Is- 
rael, but not by Russia or anybody from the 
Palestine Liberation Organisation. The 
Egyptian emissary did not even bother to re- 
-turn to Cairo before turning all this down. 
A Russian presence was essential, he said, if 
_ Syria was to be tempted into peace talks. 


__ And Jordan, which was not a party to the 


‘Camp David deal, would have nothing to 
_ do with the proposed autonomy talks. 


= Although Mr Meguid was received po- 
A litely in Israel, he took home depressing 


k N news. It is now obvious that the interna- 


tional conference cannot go ahead unless 
Mr Peres manages to force Israel into a gen- 
eral election, and wins it. But Mr Peres is 


el’s parliament starts its long summer recess 


t = next month. And the latest opinion polls 
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show that, though both Labour and Likud 
are gaining ground against the smaller par- 
ties, Likud is gaining it faster. 

Still, Mr Shamir has problems. To 
block an election, he has already made a 
string of promises to the religious Shas party 
and to the passionately nationalist Tehiya 


Rears ccm 


Sharon’s symbolic balldosse ) 


party, either of which could tip the par- 
liamentary balance of power. Tehiya, how- 
ever, reckons it could profit from an early 
election; it is threatening tb cause one un- 
less the government stumps up more money 
for Israeli settlements on the West Bank. 
And Mr Shamir has not been able to deliver 
all he has promised to Shas. Parliament re- 
cently threw out a Shas-inspired bill chang- 
ing the law on religious conversions—de- 
spite Mr Shamir’s support for the changes. 








Mexico 


It’s still greener 
across the border 


FROM OUR MEXICO CORRESPONDENT 


ROM Juarez, the Mexican twin town of 

El Paso in Texas, the floodlit tow 
and ribbon highways of the United Sta 
are plainly to be seen, luring hundreds of 
migrants daily. But the economic dynamism 
lies south of the frontier, in Juarez and the 
other industrial cities of the border zone. 
Mexico's economy as a whole has been at a 
standstill for five years, since the oil boom 
burst and foreign debt payments were sus- 
pended. Yet, since 1982, Mexico’s border 
cities have doubled their manufacturing 
output and absorbed almost 1m new mi- 
grants from farther south, to form Mexico’s 
most productive workforce. 

Mexico’s leaders are pleased, but ner- 
vous. Juarez, with nearly 1m people, is the 
second-biggest border city, after Tijuana. It, 
is also a stronghold of Mexico’s main oppo- 
sition movement, the right-of-centre Na- 
tional Action party (PAN). In 1983 Juarez be- 
came the biggest Mexican city ever to be run 
by an opposition council, when PAN won 
the municipal election. By ballot-stuffi 
and a dubious vote-count the ruling isl 
tional Revolutionary party grabbed contro 
back a year ago. 

When Mexico’s President Miguel de la 
Madrid visited Juarez this month, he was 
greeted by angry opposition demonstra- 
tions. His advance party, unnerved, re- 
placed the planned presidential motorcade 
with a helicopter tour. Mr de la Madrid in- 
augurated. public works projects “while in 
flight”, as his official agenda had it. In Jua- 
rez, industrial dynamism has neither height- 
ened the ruling party's appeal nor lowered 
the opposition’s spirit. 

The engines of growth along the border 
are the assembly factories known as 
maquiladoras, which import components 
and materials from the United States and 
re-export finished products virtually duty- 
free. They began in a smallish way some 20 
years ago, and took off when the debt crisis 
of 1982 forced down wages and the value of 
the Mexican peso. In terms of United States 
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|. The Accounts of Riunione Adriatica di Sicurta 
_ for the year ended 31st December 1986, highli- 
ghts from which are shown on the right, were 
d at the Company’s Annual General Me- 

eting eld in Milan on 25th June 1987. They 
t reflect a gross profit of Lit. 106.9bn and a net 
| profit of Lit. 41bn, an advance of 48.9% on 


| 1985, 


The net profit was struck after.a one-off charge 
| of Lit. 32bn to eliminate amortization of com- 
“missions on long-term general business (previou- 

sly deferred over three years), after transferring 

Lit. 18bn to the Provision for Catastrophic Ri- 

-sks and Lit. 2.1bn to the Reinvestment Reserve, 

and after paying Lit. 13.8bn dividend equaliza- 


tion tax. 


Dividends declared were Lit: 280 per ordinary 
-oshare and Lit. 300 per share on the new non-vo- 
| ting preference stock issued in 1986, These divi- 
dends will be payable as from 16th July 1987. 


: traordinary Business, a proposal was 
| adopted to increase the Company’s share capital 

to Lit. 155bn as follows: a 1-for-5 scrip issue of 
je both ordinary and non-voting preference stock 
with the new shares of each class tanking pari 
|. passu for dividends, raising the capital from Lit. 


- 110:to:132bn; a rights issue of non-voting bearer 


preference stock ranking pari passa for divi- 
| dends at a price of Lit. 10,350 per share (of 
which Lit. 9,350 represents premium, accrued 
dividends and expenses) on a basis of one non- 
|| voting bearer preference share for every five 
Į ordinary or non-voting preference shares held 
‘prior to the scrip issue, raising the capital from 
Lit. 132 to 154bn; and a further issue of non-vo- 
ting preference shares under a stock option sche- 
x mefor employees of RAS Group companies in 
_ Jtaly at.the same price as the rights issue, raising 
{othe capital from Lit. 154 to 155bn. 
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HIGHLIGHTS OF ACCOUNTS 
RAS ONLY, DOMESTIC AND FOREIGN BRANCH OFFIC 
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down in LOBE 


There are now 1,100 maquiladoras, em- 
loying about 280,000 workers; more than 
,000 of them are in Juarez, where they 
ke up over a third of the workforce. In 


the past five years the proportion of men 


-among them has doubled, to about a third; 
‘some critics, disgusted to see women in su- 
_pervisory jobs, say the preponderance of fe- 
male labour disrupts Mexico’s male-domi- 
“nated social structure. Other critics claim 
hat the plants create dead-end, low-tech 
jobs that will vanish to Asia at the first hint 
f rising wages. The maquiladoras, whose 
“output is said to be worth almost $2 billion 
in added value this year, pay very little in 
ublic fees and taxes to relieve the strain 
hey impose on local services. 
Even the wages they pay do not entirely 
benefit Mexico’s own economy. Retailers 
nd residents of border towns can freely im- 
port expensive foreign goods, such as cars, 
tereos and refrigerators. They do so vora- 
ciously, since made-in-Mexico consumer 
“goods are usually both more expensive and 
inferior. In theory the maquiladoras, which 
üy in materials worth over $5 billion a 
year, should be big customers for Mexican 
factories, especially since foreign firms that 
yuy components in Mexico are allowed to 
ell cheir output there. But the managers say 
Mexican products are simply not good 
snough. They buy only 1.3% of-their raw 
materials locally. 
~ One objective of the maquiladoras was 
o slow the mainly illegal flow of labour 
orthwards out of Mexico. Yet the factories 
employ few of the people likely to become 
“undocumented emigrants” —that is, single 
young men from cities farther south in Mex- 
ico, and farmworkers from the rural dis- 
tricts with long traditions of migration. 
When new American immigration laws 
me into force, last November, illegal bor- 
Jer crossings at first slackened, probably be- 
use of scare stories in the Mexican press 
about mass American deportations. But mi- 
iration is swinging up again. The new law is 
gant to penalise American employers of il- 
gal migrants; but they still want more for- 
workers than the small number who 
ualify for legal residence, and Mexicans are 
li: keen for jobs that pay.as much in an 
our-as they earn in a full day at home. 











Moi too, alas 


HE fatal “accident” in police cus- 

tody, the waterlogged cell, the disap- 
pearing lawyer, the lightning trial in an 
empty courtroom—the reports of Am- 
nesty International are a wearily familiar 
litany of abuses. That Amnesty’s latest 
report should painfully document the 
civil-rights failings of Kenya is unsurpris- 
ing, bur still sad. 

Of all the regimes of black Africa, Ke- 
nya’s has in the post-colonial quarter- 
century served its people best. Ir has by 
no means been liberal. Governments un- 
der the founding father, Jomo Kenyatta, 
and since 1978 under his hand-picked 
successor, Mr Daniel arap Moi, have ex- 
plained neglect of human rights by the 
usual African fears of tribal schisms, un- 
ruly soldiers, turbulent neighbours, and 
workers eager to be paid more than the 
economy can afford. Kid gloves, they say, 
would have fumbled Kenya into ruin. 

Rough-and-tumble capitalism has 
made the rulers rich, and kept the GDP 
rising slightly faster even than the coun- 
try’s population, which is doubling every 
16 years or so. It has given Kenyans roads 
and schools and factories and water sup- 
plies, and freed many to make a decent 


| Uneasy lies this head 


living from their own hard work. In the 
last couple of years: the toughness has 
turned sour. Mr Moi has strengthened 
the overweening power of the sole legal 
party. He regards even mild criticism as 
disloyalty, and spies conspiracy every- 
where, blaming all dissent on a shadowy 
left-wing organisation called Mwakenya. 

~ Amnesty thinks. that since March 
1986 75 people have been illegally held 
incommunicado before pleading guilty, 
in perfunctory court hearings, to such of- 
fences as “neglecting to report a felony”. 
This means not telling the police that 
you suspect somebody else of being a 
Mwakenya member, and earns 15 to 18 
months in prison. “Taking an unlawful 
oath” to join Mwakenya earns six years 
in prison, even where no acts or advo- f 
cacy of violence are alleged. 

In the same period ten academics and 
lawyers, all open critics of the govern- 
ment, have been detained without trial 
for alleged links with Mwakenya. None 
was said to have advocated violence; one, 

a well-known: lawyer, had defended 
Mwakenya suspects. Some suspects have 
been tortured, and at least three have 
died in custody: Hundreds more have 
been unlawfully detained, then released. 

Kenya’s economic achievements rest 
upon an uneasy collaboration between . 
the country’s many tribes, the small but. < 
commercially vital Asian and European © 
minorities, and the new middle class‘of 
detribalised Africans prosperity has pro- — 
duced. Arbitrary abuses of justice dam- 
age this fragile accommodation. 

Mr Moi, his ‘security men and the 
magistrates: who ‘acquiesce in their mis- © 
conduct are both perverting justice and 
endangering the prosperity that -has 
turned Kenya, unlike so many of. its 
neighbours, into a going concern. The 
government's self-righteous response to 
Amnesty’s findings does concede that 
two policemen are indeed suspected of 
torture. Given good sense and Amnes- 
ty’s help, Mr Moi could put things right, 
and serve his people well. 











people, most of whom were trying to be- 
come illegal immigrants. 
The Juarez police, who used to tolerate 
the clandestine river traffic, have begun to 
arrest-the human “mules” who ferry mi- 
-grants across with the help of hip-waders 
and inner-tubes. The city authorities say the 
crackdown is intended to protect lives. It 
also deters emigration: The river, the desert 
and the Mexican police may be doing what 
the laws of the United States cannot.: © 


can law is presented by the river along the 
border’s eastern half. Americans like to 
think of it as the Rio Grande, broad but 
shallow, a mere ankle-deep inconvenience. 
Mexicans, from the other side, contemplate 
what they call the Rio Bravo, whose wild wa- 
ters would reach your armpits if the swift 
current didn’t first sweep you away. The 
Mexican view is closer to the truth. So far 
this year, in the swollen stretch that divides 
the Juarez area from greater El Paso, in 
Texas, the river has claimed the lives*of 47 


‘The new law was accompanied by a one- 
ird increase in the size of the United 
ates border-patrolling force. Illegal immi- 
ants are therefore seeking more circuitous 
sutes across the border, or better conceal- 
ent from the guards. This month 18 Mexi- 
n illegal migrants died of suffocation in a 

sealed box-car that had crossed from Juarez 
to El Paso. Another group of 22 was found 
in the Arizona desert, where three of their 
comrades had already died of thirst. 

A barrier more formidable than Ameri- 








Glasnost II 





> A AIKHAIL Gorbachev has moved 


glasnost up a gear. The first stage of 
“his campaign to bring more things into the 
-public domain mainly involved revelations: 
lifting the lid on corruption, frank discus- 


sion of Russia’s economic sclerosis, disclo-. 
sures about alcohol and drug abuse, and so- 


on. All this is still going on, but a new ele- 
ment has become increasingly evident in re- 
cent months. Glasnost I belonged to investi- 
gative journalists. Glasnost II belongs to 
economists, historians and theoreticians: it 
-goes beyond revelations, and has started to 
“confront the even trickier area of ideas. 
The main reason for this is that Mr 
Gorbachev's reforms are at a critical stage. It 
is no longer enough to expose the things 
that have gone wrong in the past, or touse 

















catchwords. like perestroika (“restructur- 
ing’’) when pointing to the future; the time 
has come when detailed plans for reform 
have to be drawn up. That involves not only 
searching for new ideas, but finding new an- 
swers to the question. of which of these ideas 
are compatible with communism, and which 


are not. At last month's meeting of the 


Communist party's Central Committee, Mr 
Gorbachev. called for “a major break- 
through on the theoretical front”. 

He needs a breakthrough, too, against 
the people in the party who are still stub- 
bornly opposed to reform. Glasnost is vital 
to his campaign against the change-resisters. 
By shifting to glasnost II, Mr Gorbachev is 
also trying to ensure that the momentum for 
change stays strong,” = l 














































Articles have been appearing in the So 
viet press that must cause eyebrows to 
raised even among comrades who have b 
come accustomed to openness of the inve 
gative-journalist sort. This month, for exan 
ple, an article in Moskovskaya Pree 
argued that the rise of Eurocommuni 
the 1970s wasa result of the poor sog 
economic example set by Russia, Cr 
of policy mistakes at home has become cc 
monplace. under Mr Gorbachev, Bor < 
cism of Russia's leadership of thec 
world is something new. So are tl 
ingly open references in. Soviet newsy 
to the Stalinist period. All this is pare 
attempt to go back to basics and wor 
how Russia’can avoid repeating the sa 
mistakes—without, of course, abandor 
communism. pas 

The liveliest debate has been about 
nomics. Anvarticle in last month's Ne 
by Mr Nikolai Shmelev was more tha 
devastating description of Russia 
nomic ills; it dealt blancly with ide 
Russians have previously been too blin 
too afraid to discuss openly, Over the x 
ries, wrote Mr Shmelev, mankind had 
“no more effective. measure of we 
profit”. On Russia's: farms, it was w 
that “any measures conceived wit 
framework of the existing system” wo 
any good. And he suggested it would be 
ter topay temporary unemployment b 
than to keep people on companies’ payr 
who ruin efforts to improve efficiency. 

Mr Shmelev is not the only personi 
have tampered with what he calls Rus: 
“ideological virginity”. More and more a 
cles have been arguing for a greater use 
markets, and less reliance on plans. Seis 
tive, and until recently taboo, question 
now up for discussion: which forms of p 
duction are most efficient, whether socialig 
is in fact compatible with the marker, a 
whether Russia's existing ownership: a 
rangements are the most desirable. One o 
the participants in a roundtable discuss 
published in Literaturnaya Gazeta | 
month. commented thar “the question c 
ownership is not as clear today ag it-w 
yesterday,” 

The renewed vigour of debate has led 
some people to wonder aloud wherk 
glasnost has nor been taken too far. One o 
these doubters is Mr Yegor Ligachev, th 
Kremlin's ideologist-in-chief. Mr Ligachew4 
a supporter of “restructuring”, bur wants te 
proceed with caution. On a visit tothe: 
fices of the weekly Sovetskaya Rossiya e 
lier this month he said that openness sho 
be “constructive:’, and he deplore 
“froth and filth” thar had been com: 














e surface: = oe 
-Mr Ligachev’s remarks came a few days 
after the promotion of new members to the 
Politburo had weakened his position on that 
y, so an element of pique may have been 
ere. But his emphasis clearly differs from 
that of his boss, Mr Gorbachev. A week af- 
ter Mr Ligachev’s visit to Sovetskaya Rossiya 
Mr Gorbachev was telling a meeting of jour- 
nalists that, while glasnost should not under- 
mine communism, they were doing a fine job 
and should keep up the good work. 

= Despite the fresh gloss to glasnost, open- 
“tess in the Soviet Union still has strict lim- 
its. True, these limits are continually being 
tested, and some “untoward” articles slip 
through, but as a rule public debate is al- 
lowed to be open only to the extent that it 
suits Russia’s leaders. A good example is the 
trial now going on in Chernobyl of people 
accused of responsibiliry for last year’s nu- 
clear disaster there. A small, selected group 
of western reporters was allowed to witness 
he opening day of the trial on July 7th, and 
asimilar group will be allowed in at the end, 
on July 29th. In between, silence—despite 
an obvious public interest in both the West 
and Russia itself in knowing what is said at 
the trial. Will Mr Gorbachev ever move up 
nother gear, to glasnost III? 
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Opener here too 


Te GET arms-control. talks moving, 
make plenty of proposals, loudly. When 
he movement starts, tell your negotiators to 
shut up—and wait for the other side to make 
concessions. The negotiations on abolishing 
superpowers’ medium-range missiles 
have for the past few.weeks been in the sec- 
tage. They may now have gone into 
stage three: with the pretty variation that the 
le which was hoping for the concessions 
in fact be making them. 
tthe start of July, it was reported that a 
nior Russian arms-control specialist, Gen- 
Nikolai Chervov, had informally hinted 
in Geneva that his country might accept 
tica’s preference for a total abolition of 
he medium-range missiles all over the 
world. The Russians had previously wanted 
to keep 100 medium-range warheads in 
sia, while the Americans kept 100 some- 
where in the United States. Nonsense, said 
e Soviet spokesmen: General Chervov 
aad not said this. All the more interesting 
zat on July 22nd, a day before the missile- 
utting talks reopened in Geneva, Mr 
khail Gorbachev told an Indonesian jour- 





























© for global zero. 

If Mr Gorbachev really meant this—an 
Indonesian journalist seemed a curious con- 
duit for superpower negotiations—the me- 
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nalist that Russia was, after all, prepared to . 


trying to insist that this Russian-Amerjcan 
deal include a renunciation by West Ger- 
many of the 72 Pershing-1 missiles under its 
command (the warheads remain under 
American control). The Americans, urged 
on by the West Germans, have been resist- 
ing this. It also remains to be seen whether 
Russia is prepared to accept the rigorous in- 
spection system the West says is necessary to 
supervise any such agreement. Still, the Rus- 
sians seem to have made a big concession, 
which suggests that they may give way on the 
other points too. Why? 

Partly, no doubt, because global zero 
makes the job of checking an agreement that 
much easier. Mr Gorbachev may also have 
come to think that President Reagan is not 
going to be fatally wounded by the Irangate 
hearings. The evidence of Rear-Admiral 
John Poindexter and Lieut-Colonel Oliver 
North, he may reckon, has left the president 
a man worth doing business with—and a 
man who does not need to make concessions 
to Russia to win a foreign-policy “success”, 
Mr Gorbachev himself, by contrast, remains 
as much in need of an arms-control deal with 
America as ever. His desire to concentrate 
on the revival of the Soviet economy re- 
quires an assured period of good relations 
with the West. 

A second factor pulls America’s way. 
Until a few months ago, the Americans 
thought that public opinion in Western Eu- 
rope was overwhelmingly in favour of a deal 
that would remove Russia’s and America’s 
medium-range missiles from the European 
area, whether or not those in the Far East 
were dismantled too. Then, when the shape 
of a possible Euromissile agreement began to 
emerge, it turned out that a large number of 
Europeans would have preferred to hang on 
to the cruise and Pershing-2 missiles. Mr 
Gorbachev's European lever on American 
policy no longer looked so powerful. 

Do not assume that agreement is in the 
bag. Mr Gorbachev may still try to insist on 
prising those old Pershing-ls out of West 
Germany; he may still not be ready for thor- 
ough inspection. Yet the evidence so far is 
that, when eyeball faces eyeball, it does not 
have to be the western one that blinks. 
nineconervarcseneonal 





Portugal 


Now relax, and 
be governed 


FROM OUR LISBON CORRESPONDENT 


Poa has a leader and a govern- 
ment that should be able to last out a 
parliament. The horn-tooting celebrations 
that followed Mr Anibal Cavaco Silva’s vic- 
tory in the election on July 19th were an ex- 













































Big, cuddly victory for Cavaco Silva 


pression: of relief that Portugal would not be 

embarking on yet-another period of ex- 

tended coalition-haggling and revolving- 

door government. The result also brought 

Portugal appreciably closer to a two-party 
_ system. 

Mr Cavaco Silva’s Social Democratic 
party crushed’ its main contender on the 
right, the Centre Democrats, and also cap- 
tured most of the votes of the Democratic 
Renewal party (votes which had been largely 
taken from the Socialists in the 1985 el » 
tion). The Democratic Renewalists, led by ° 
the once-respected ex-President Eanes, lost 
more than two-thirds. of their support. On 
the left, the Socialists modestly reinforced 
their strength, nibbling into the Commu- 
nist vote. í a 

Mr Cavaco Silva’s success paves the w 
for a more radical application of the growth 
through-austerity policies that he nurtured 


Gold for Silva 


Seats in Portugal's Assembly of the Republic 
after elections in: 





Total seats: 250 


Social Democrats 88 


‘Total seats: 246" 
Democratic Renewal 7 


Socialists 59 
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HE Social Democrats’ success in 
Portugal's election on July 19th was 
so spectacular that few people noticed 


another feature of the results: a further 


decline forthe Communists, whose 
share of the vote sank from their 1985 
score of 15.5% to.around 12%. This was 
their: lowest figure since the old dicta- 
torial regime’s collapse in 1974 enabled 
the Portuguese to start voting freely. A 

* particular blow for the Communists was 
their decline in the Alentejo region in 
thesouth-east, for long their stronghold. 

~ As the chart shows, the past decade 
has been electorally disheartening for 

= those communist parties in other West 
|| European countries that have, or until 
recently had, real weight. For them, the 
oil-shoc ears of economic stress have 
i as they might have hoped 


Communist share of votes at general 
elections in: 





1972 74 76 


again. Italy's Socialists narrowed the gap 


~ they would, in the votes of the disgrun- 


tledy new poor. In Italy, although the 
Communist party is still che country’s 
second biggest, its share of votes has 
fallen in each election since it peaked at 
above 34% in 1976. In France, where in 
the 1960s and early 1970s the Commu- 
nists consistently got more than 20% of 
the vote and outperformed the Social- 
ists, their support has been cut by more 
than half. 

In France, Spain and Finland, the 
Communists’ losses may be directly re- 
lated to the impressive gains made by 
their countries’ democratic socialist par- 
ties. True, all those parties have lost 
ground in elections held in the past 18 
months; but Spain still has a Socialist 
government, and nobody expects the 
French and Finnish Communists to * 
come up level with their socialist rivals 


between themselves and the Commu- 
nists in last month’s general election. 

In decline, several of the European 
communist parties- have also been 
plagued by’ doctrinal -splits. In those 
countries, such as Britain; West Ger- 
many and Norway, where the Commu- 
nists’ share of the vote is in the 0.1%- 
0.3% range or even lower, this tendency 
to fission hardly matters; but it has had a 
more measurable impact on the Spanish 
party, and the Finnish one broke apart 
last year. The Spanish and Finnish par- 
ties—and the Portuguese one—also have 
in common a trick of going into elections . 
behind “fronts” that include a few tame 
fellow-travellers, a device which has 
failed to bring them significantly larger 
shares of the vote. 








Pn years as the head of the Bank of 
ortugal’ s research department. His imme- 
diate priority is to streamline the public sec- 
tor. He will need—and may well get—the 
support of the Socialists to achieve the two- 
“thirds majority in parliament required to 
amend the constitution, which protects a 


large part of the public sector in areas like- 


land reform, commerce, banking and manu- 
facturing. Mr Cavaco Silva is looking at 


ways of issuing shares in public-sector 


companies. 

The prime minister is also keen on soft- 
ening the country’s rigid labour laws. His 
previous government sought to make lay- 
offs and dismissals easier, but was blocked 
by a hostile majority in parliament. If he 
now succeeds, this may help him curb union 
‘power and further squeeze inflation, which 
although down to a projected 9% this year is 
still high by European standards. 

Mr Cavaco Silva's main concerns 
abroad will be to strengthen the country’s 


role in the EEC and in-NATO. He is likely to 
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insist on full delivery of the American mili- 
tary and economic aid promised iñ ex- 
change for American use of the. Lajes air 
base in the Azores. The American Congress 
has been moving too slowly for Mr Cavaco 
Silva’s liking. 

The only challenges to his power over 
the next four years could come from an old 
hand at Portuguese foreign policy, the So- 
cialist President Mario. Soares. Yet the two 
men, distinguished by style and party, seem 
to get along fine. During the election, the 
jovial uncle figure that Mr Soares’ has be- 
come suggested that “the result could be de- 
cisive for the transformation of many sec- 
tors of the economy, society and state”. To 
many Portuguese, that sounded almost like 
an endorsement for the prime minister. Co- 
habitation, it seems, is unlikely to be a prab- 
lem. Portugal’s president, long the reluctant 
arbiter of recurrent political crises, should 
be able to relax a bit while Mr Cavaco Silva 
wields his majority. 


Italy 


Wages of power 


FROM OUR ROME CORRESPONDENT 


N MACHIAVELL?S Iraly, 

ruption was already a tr 
not noticeably faded since hi 
was quite an event when Mr Be i 
the Socialist leader, announced his ir 
tion this month to excise corrupt pat 
cials “with the sword”. Scandal h 
left no Italian political party wh 


hands” stir campaign ‘sl logan, The Che 
tian Democrats, Italy's largest party with 4 
unbroken years in government behi 
them, have until recently semed to 
the record. 

A Rome magistrate last week comp! ed 
a two-year inquiry into the secret acco 
of Ri, Italy's state-owned industrial holdi 
company, by committing ten people for 
on charges of embezzling pub ; 
defendants, all Christian Democra 
pointees, arec inca with skimming 
mated 300 billion lire ($2200) in 
from iri deposits for their own and 
litical sponsors’. use. 

All this took place several year 
however, Now Mr Craxi, having head 
ly’s government for close to four ye 
last spring, is uncomfortably aware 


Machiavelli saw it all 


own patty may have begun to take y 
running. Several recent scandals ivi 
Socialist party members in Florence, 
Milan and Brindisi have almost suce 
in making Italians forget the past prowess 
Christian Democrats. 

Five Socialist officials, imelda 
Walter De Ninno, a close ass 
Craxi from Rome, were charg 
with taking bribes in- conned 











No place like home 


IGH summer. Time to take to the 
road. But where are all those shaggy 
gentlemen of the byways with not a care in 
the world who used to be known as 
tramps? A disappearing European species, 
it seems, unless you count the stay-put 
brethren encased in cardboard beneath 
“the bridges of the big cities. The vast ma- 
jority of Western Europe’s homeless do 
= not choose to go without shelter, even in 
summer. In the European Community 
“~ their number is now put at over Im. More 
` and more they are the urban young. 

The difficulty in keeping track of the 
homeless in rich Western Europe is that 
most governments keep no figures on 
them. The EEc has no housing policy, so it 
has no figures either. All but Belgium, Ire- 
land and Portugal have abandoned laws 
“that make vagrancy a crime. In most 
- places a more sympathetic approach has 
» replaced harsh old rules in the past ten 
‘years, and people no longer go to prison 
{as they did until recently in several coun- 
tries) for not having a home. 
© Since the homeless have slipped 
through governments’ welfare nets, their 
` number can only be guessed at. Relying 
> largely on information from voluntary 
. organisations, a European Parliament 
study calculates that the homeless in the 
Community are a growing breed number- 
ing Im-1}m. Moreover, around 10% of 
the Community’ s population (some 30m 
people) are living in temporarily provided 
Iter, or are threatened now or in the 
ar future with homelessness. The prob- 
looks worse in the north than in the 
uth. Wealthy West Germany has its fair 
eof unsheltered (an estimated 
; Britain. has rather more. 

Il the evidence is that tramps and 
thers who have | voluntarily dispensed 
vith a. roof are a tiny minority of the 
omeless, most of whom have lost their 



































home because they have no job or other 
means of getting the money needed to 
keep paying for one. Some 80% are men; 
10% are foreigners without shelter in a 
country other than their own. Many are 
kept down by psychological problems re- 
sulting from family break-ups or drink. 
Many are ill-educated, and have difficulty 
in claiming welfare rights. 

The young are an increasingly large 
part of this Euroflotsam. Unemployment 
hurts them, and can cause tensions in the 
family that drive them out of their homes. 
Voluntary organisations like Britain’s 
“Shelter” say the ease with which young 
Europeans can cross frontiers to seek 



















Streetwise in his teens 










work has created a new class of “street 
children”, with young Irish homeless 
common in London, young Germans. in 
Holland and so on. In Italy, Spain and 
Greece southern traditions of tight family 
solidarity help to limit the number of 
young people without shelter. 

On the other hand, assistance (official 
or charitable) is usually more available in 
the north than in the south. Local coun- 
cils in most northern countries run lodg- 
ing programmes for the homeless. Britain 
is the only EEC country that entitles every- 
one to a home by law; its local councils are 
under obligation to provide a roof, but of- 
ten find it hard to do so. It will take less 
unemployment, and a closer official inter- 
est in the swelling figures, to demobilise 
Europe’s street children. 

















































P . Although Mr Craxi has 
isly defended Mr De Ninno, he is 
ware of the damage to his party's credibil- 
ome of Mr Craxi’s-fellow-Socialists be- 
their party could have done even bet- 
r iri Italy's election last month but for the 
ve-of-poll harm done by the arrest of Mr 
¢o Trane, a party official from Brindisi 
0: served as private secretary to Mr 
dio Signorile, the Socialist transport 
ister in the outgoing Craxi government. 
r Trane is accused of taking bribes from a 
private contractor for the modernisation of 
Venice airport. 

Mr Signorile himself has probably dam- 
aged his own ministerial prospects with a cu- 
tious proposal for forestalling the ubiqui- 





tous kickback. He thinks that the money 
provided by the state to finance Italy's po- 
litical parties, set at 82 billion lire ($60m) 
this year, is far too meagre. He has suggested 
fattening it up with a fixed, taxable con- 
tribution from businesses—with no require- 
ment to identify the recipients. The pro- 
posal has caused an outcry among 
politicians and businessmen alike. 

Mr Rino Formica, also a Socialist, offers 
Italian politicians another solution: “being 
honest”. But spokesmen for Italian industri- 
alists have been busily confirming to the 
press that in many towns anyone seeking a 
public contract must expect, as a matter of 
course, to cross a few palms. 














Sweden 


Fresh Greens 


FROM OUR NORDIC CORRESPONDENT 


HE set ways of Swedish politics are in 

danger of being upset by the emergence 
of the Environment party, which in recent 
opinion polls has been getting the support 
of 7-8% of those questioned. This is. well 
above the 4% of the vote a Swedish party 
needs to win seats in parliament. With a 
general election due. in September next 
year, the five parties which have 
monopolised the Riksdag in this century are 
concerned about the likely arrival of anew 
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Power to the Greens? 


and rumbustious sixth, which could hold 
ië balance in a hung parliament. 

The Centre party, which has long seen 
itself as the standard-bearer of environmen- 
ideas, is the only one of the older parties 
to have welcomed the Greens, though it 
probably stands to lose more Riksdag seats 
than the others. The prime minister, Mr 
Ingvar Carlsson, has accused the Greens of 
wishing to “stop all technical and economic 
rogress”. (Even so, his Social Democratic 
arty has hastily published a 50-page docu- 
ment on environmental policy, in an effort 
} appear as green as anybody.) The Liberal 
der, Mr Bengt Westerberg, compares 
“to the left-wing romantics of the 
60s: the Communists accuse them of 
urgeois: romanticism; and the Conserva- 
‘say that disputes between the Greens’ 
aders make it difficult to tell what their 
icies are. 

~All this attention is flattering for the 
reens. If they get into the Riksdag next 
ar, the most likely effect will be to 
rengthen the Social Democrats’ hold on 
ffice, leaving the three non-socialist parties 
eaker and more divided among themselves 


—_ 





-aster, please 


ỌM OUR BRUSSELS CORRESPONDENT 


PSHE easy decisions—-the ones on pe 
rope-wide frequencies for mobile tele- 
A or noise limits for construction 
cranes—have been taken, The hard ones re- 
main. The European Community’s drive to 


40 


1992 is entering a decisive stage, The hostil- 
ity shown by several member-governments 
to last week’s proposals for harmonising in- 
direct taxes is a sign of conflict in store. 

The potential for obstruction is every- 
where. Governments have spent more than 
two years watering down a European Com- 
mission plan to remove, or simplify, checks 
on travellers at the EEC’s internal frontiers. 
Yet what remains of the original scheme is 
still too much for some of them to accept. 
More than half the 130 market-opening 
schemes currently under negotiation should 
have been approved last year, according to 
the commission’s countdown to 1992, but 
are still somehow held up. 

The hope is that the modest reforms of 
the Rome treaty, which came into effect on 
July Ist and permit more majority voting in 
place of unanimity, will speed things up 
again, This may be wishful thinking. Much 
will depend in the coming six months on 
how the Danes, who hold the EEC presi- 
dency for the second half of 1987, decide to 
apply the changes. They are reluctant re- 
formers, likely to use the new tool sparingly. 

Industry is starting to press govern- 
ments to get the frontier-free programme 
moving faster. National markets, even in 
large EEC countries, are beginning to look 
too small to enable firms to récover invest- 
ment costs in new products. Easier access to 
the Community's 320m consumers is there- 
fore becoming vital for innovative high-tech 
firms. The fusion of many national markets 
into one should also give European firms a 
solid base when they take on American and 
Japanese rivals. 

Some big companies, particularly in 
France and Italy, want the abolition of the 
Community's internal frontiers to be 
matched by stronger barriers against im- 
ports from the world outside. That is why 
outsiders, notably the six countries of the 
European Free Trade Association, are lob- 
bying hard to ensure that closer EEC integra- 
tion will not mean more obstacles for their 
goods and services. Some multinationals 
from America and, more recently, Japan are 
concentrating more investment and pro- 
duction inside the EEC, just in case. 

Even before the frontier-free pro- 
gramme got under way two years ago, Amer- 
ican firms often appeared readier and better 
equipped than their European challengers 
to treat the EEC as one market. Now, how- 
ever, the attitude of European companies is 
changing. Mergers, takeovers, joint ven- 
tures and co-operation on research prolifer- 
ate. France’s Alcatel and Siemens of West 
Germany are seeking to build themselves 
into Europe-straddling telecommunications 
giants. Italy’s Olivetti, with bold acqui- 
sitions in France, West Germany and Spain, 
has become a Europe-wide force in office 
technology. 








Some sort of European ares is-in the 






will be a rag 

Twelve cannot’ meet their commitment to 
remove fiscal barriers and allow. the freer 
movement of goods, people and money 
around their large domain. 








Open sesame 


FROM OUR BRUSSELS CORRESPONDENT 
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| OROCCO’S. application on 
| July 20th to join the European 
| Community aroused none of the dis- 
may in Brussels that Turkey's did 
| three months before: Morocco might 
| ofcourse be a greater burden. Income 
| per head in the North African king- 
| dom, at $660, is half of Turkey’s; its 
| fruit and vegetables would bloat sur- 
| pluses in a glutted EEC market; it 
| stands farther away from the Com- 
| munity’s tradition of pluralist democ- 
| racy than Turkey-does. 

The Community could smile be- 
cause its founding Treaty of Rome 
automatically keeps Morocco out. It 
stipulates: “Any European state may 
apply to become a member”. Turkey 
can make a.plausible case for being 
considered “European”; Morocco 
cannot. 

This has been explained several 
times to King Hassan since he first 
made noises about joining three years 
ago. But the king reckons that sub- 
mitting a formal membership applica- 
tion is the best way to get a special 
deal for Morocco, which-has lost EEC 
markets since Spain and: Portugal 
joined last year. Ifat the same time his 
show of commitment to Europe were 
to widen his circle of friends in the 
Community, might the application. i 
not pay a double dividend?. f 


















‘% change on a year ago 





HE economy is booming. The boom, as 
i -often the way after a general elec- 
tion, has begun to look uncomfortably 

__ sttong. New economic indicators bring hints 
“of overheating. and faster inflation, an im- 

- port surge and higher interest rates. So share 

prices, gilts and sterling have all taken a dive. 
1e City may be panicking too soon. 

: The economy's underlying strength is 

evident from the rise in manufacturing pro- 
duction, up 44% in the year to May, and 

„now almost back to its pre-Thatcher 1979 

evel. The steady fall in unemployment sug- 

ests that the labour market may be tighten- 
ng up: The rate of increase in pay seems to 
be quickening, even though extra overtime 

_ is already helping to drive up earnings by 

> three times the rate needed to maintain liv- 

© tag standards. 

_ The expansion of manufacturing: has 
helped to drive capacity utilisation close to 
_ its. 1973 peak, or so the cai’s survey of manu- 
--facturers suggests. That may simply mean 

that manufacturers are using plant more effe 
-ciently than they did 14 years ago, because 

restrictive practices have been killed off and 
© -stock-control improved. 

Maybe; but set against that the trade fig- 
„ures for May, published on July 22nd, after 
being held up for a month by a strike of cus- 

--toms officials. For the first four months of 

1987, the trade figures had been unexpect- 

edly good, with the current account staying 

-comfortably in surplus. The May figures, 

ever, put Britain’s current account 

£561m ($91 1m) into the red, mainly because 

- of a sharp deterioration in the non-oil trade 
















O ing up, but not over-heating 


Bank lending to the private sector 
Average monthly increase, 
` seasonally adjusted 


balance. The culprit was a big jump in im- 
port volume, especially cars and other con- 
sumer durables. In the past three months, 
total import volume was some 74% higher 
than a year ago. 

That may be the effect of a boom in con- 
sumer spending. Retail sales leapt by 3.1% in 
June—up almost. 6% over the past 12 
months, Consumer spending is being driven 
ahead by big real pay rises, and by the pre- 
election cuts in income tax which have now 
found their way into people’s pockets. 

It is also. being fuelled by a boom in con- 
sumer credit. Bank lending to the private 
sector rose by a record £3.9 billion in June, 
compared with an average of £2.5 billion 
during the previous six month. The stron- 
gest rise was in mortgage lending and other 
personal loans to finance the purchase of 
cars.and video recorders. 


Not quite 1973 
As in 1973, when an earlier Tory govern- 
ment presided over a credit explosion and a 
house-price boom, City economists are fer- 
vently debating the link between general in- 
flation and house-price inflation. For the 
moment, retail-price inflation remains fairly 
modest at 4.2% (although this is now above 
Italy's inflation rate). Bur higher prices may 
be in the pipeline. Rising commodity and oil 
prices pushed up manufacturers’ input 
prices by 4.0% in the 12 months to June; lit- 
tle more than a year ago input prices were 
almost 10%. 









falling at an annual rate 
Over the past 30 
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Balance of payments 
Seasonally adjusted 
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Shearson Lehman, house-price inflatio 
general price inflation have moved i 
dem. If that is still true, they point out 
either house prices must rise more slo 
retail prices must rise faster. They id 
three links: 
@ People withdraw equity when they n 
house, giving them more spending powe 
@ Rising house prices give people ar 
tive to borrow to buy'a house, whic 
the money supply; 
è Higher house prices stimulate ne 
ing, and so put pressure on resow 
building industry. 

Other economists argue thar 
price inflation pushes up wages bec 
workers demand more pay so that they 
afford to buy a house. Unsurprisingly, tl 
Building Societies Association denies 
causal link between house prices and ri 
prices. Both, it claims, are heavily influen, 
by wages. 

The financial markets clearly bel 
that the government needs to do somet 
to check the boom. But economists i 
City are sharply divided on the issu 
whether the economy is overheating. 
few surviving monetarists fear that the su 
in credit and house 











reach 8% next year (from its current leve 
4.2%) unless the government raises intere 
rates. 

Others retort that it is the financial 
kets, not the economy, that have o 
heated. Apart from one month of ba 
figures, no other economic indicars 
suddenly deteriorated: they have looked ba 
for some time. The government needs to | 
cautious; but then the broad direction o 
policies is exactly that. 

Even ifthe government wanted co ch: 
the boom, raising incerest rates would 
an effective weapon. The demand for cred 

























ould not be eca i 

scent surge is related to the purchase of 
.ouses and financial securities: When their 
tices are rising by more than the rate of in- 
erest, it makes good sense for investors to 
borrow more. Moreover, the strength of 
terling argues against a rise in interest rates. 
The alternative is a tougher fiscal stance. 
It may seem odd to talk of raising taxes or 
‘utting state spending at a time when higher- 
han-expected privatisation receipts, higher 
oil prices and buoyant tax revenues look cer- 
tain to drive the government” s- borrowing re- 
“quirement below its target for the current 
year. But to the extent that the buoyant rev- 
enues reflect the strength of the economy, 
“that is a good reason for reducing public 
borrowing. In the Treasury’s struggle to hold 
-the line on public spending this year, there 
will be more at stake than the government's 





































































JES, admits the environment secretary, 
A. Mr Nicholas Ridley, ‘‘snoopers” will be 
needed to enforce the new: poll tax. No, de- 
‘lares the prime minister: the new tax, due 
to hit Scotland in April 1989,.a year before 
he rest of the country, will not be delayed 
-here. Take the two statements, add in the 
alarm of Tory back-benchers in England and 
he foot-dragging of Labour-run Scottish 
councils, and the signs are clear: what is al- 
ady a political minefield is well set, on both 
sides of the border, to become an adminis- 
trative battle of the Somme. 

ny hopes that the government would 
lon the community charge were 
squashed by the prime minister, Mrs Marga- 
tcher, when she gave Tory MPs their 
Èterm pep talk last week. She stressed 
that the proposal ‘had been central to the 
esto and that it should be imple- 
ented as soon as possible. Although Tory 
kbenchers are still uneasy, they now be- 






l think an attack from 


they need to rally their troops. Py 

So local councils must start to consider 
seriously how to make the charge work. For 
inspiration, they can observe the Scots. 
North of the border, they are lucky in one 
way. A poll tax was originally to have been 
phased in over several years alongside the 
rates system. At least spare us that, pleaded 
the Scottish councils, and were heard: the 
Scottish legislation, by now on the statute 
book, will rake effect at one blow. 

Not so in England and Wales. Because 
the new tax will inflict bigger gains and 
losses on people south of the border, minis- 
ters have agreed to a phased introduction. 
That will make life hell for the councils. 
And, as the changeover will probably still be 
in full swing when the next general election 
is called, it may make life hell for the govern- 
ment, too, 

The more closely Scottish council offi- 
cials look at the details of poll: rax—and at 
their councillors’ unreadiness to do so—the 
more worried they are becoming. Strath- 
clyde region, for instance, the largest local 
authority in Britain, reckons it will need al- 
most 450 extra officials to run the system. 
Not one has yet been appointed. 

The councils, even after Mrs Thatcher's 
election triumph, still hoped that Scotland’s 
poll tax might be postponed to coincide with 
England’s; even now, the date has yet to be 
fixed by statutory instrument. They also 
reckoned, and still do, that a backbench re- 
volt might force the government to retreat 
on details of the English legislation, and that 
the Scottish law would be amended accord- 
ingly. Meantime, extra staff cost money. 

Political hostility led the Scottish coun- 
cils’ organisation, COSLA, to suspend poll- 
tax consultations with the Scottish Office 
last autumn. However, technical discussions 
are now under way. Strathclyde officials 
next week will meet those of their largest dis- 
trict, Glasgow, to sort out who does what. 

In Scotland, unlike England, it is the up- 
per-tier authority—the region, a more pow- 
erful version of the English shire county— 
that formally collects all rates., But, in prac- 
tice, just as in England, council tenants’ rates 
are collected by the district council, along 
with their rent. In future: 

@ The region will prepare the poll-tax regis- 
ter and keep it up to date—a hair-raising job 
in a city where, as in others, a quarter of the 
populace moves house every year. 

@ It will collect the poll tax, as it now does 
the rates, from owner-occupiers and private 
tenants and those who live with them. 

@ The region expects Glasgow to collect 
both from the city’s 165,000 council tenants 
and the 140,000 or so other adults who 
share their homes. Easier said than. done. 
The city will have to set up a new system sep- 
arate from rent collection. Half its tenants 


are so poor that, today, they pay neither rent. 


might bej just s what ; 



























Wat Tyler’s way with poll-tax collectors 


nor rates. In future, even the poorest must 
pay at least 20%—a bit over £1 a week, 
probably—of their poll-tax bill, That is 
85,000 people to be brought unwillingly into 
the net; plus 140,000 more with whom, to- 
day, it has litrle official contact. 

The real argument will be over enforce- 
ment, Should whichever council collects the 
money also do the arm-twisting of those who 
do not pay up? The region says yes; the city 
says no, well aware that there will be plenty 
of them (maybe 10-20%, ten times the rate , 
of default among ratepayers) and’that most 
will come from council housing. Politicians 
and officials alike are appalled, if for differ- 
ent reasons, at what the city would have to 
oe get its pound of poll tax from every- 

ody. 

Disagreements like this must be sorte 
out before the practical work can begin, and 
that, too, will take time. costa will not even 
decide whether to resume technical con- 
sultation with central government until late 
August, ler alone what views to put forward 
when it does. There is little political will in 
individual councils to. push things ahead— 
Glasgow, for example, has allowed its offi- 
cials to discuss the new system, but not yet to 
spend a farthing preparing for it. Even when 
all are agreed, the path from theory to prac- 
tice will certainly be strewn with unforeseen 
boaby-traps. 

The poll tax will come. But, as things 
look today, in Scotland at least it will be 
launched in a rush, to be repented at leisure. 
And, as ever, it will be the poor bloody tax- 
payer who suffers forthe blunders of the 
general staff. But let: the brass-hats beware: 
taxpayers, unlike infantrymen, have -a 
weapon of revenge, It is called the vote. 

















‘SCIENCE SCOPE’ 










_ Advanced composites of graphite and Kevlar have been evolving as replacements for metals. These 
- composites have a unique advantage over metal because they do not expand or contract when exposed 


<- to heat or cold, and therefore are unaffected by the temperature extremes of space. Hughes Airera 
: Company has been using graphite composites in the construction of spacecraft since the early 19 
-including the Leasat satellites built to provide communications for the U.S. Navy. Until now, howe’ 

< graphite has been difficult to mold into complex shapes, but Hughes has made it possible to produ: 
complicated new forms. The company is developing intricate spacecraft coupling rings seven feet in 
diameter in which graphite composites will replace aluminum. 













Hu hes’ Advanced Medium-Range Air-to-Air Missile (AMRAAM) scored another success agains! 
low-altitude maneuvering target drone. During the encounter, the AMRAAM passed within lethal 
distance of the target. The unarmed AMRAAM was launched in a “look-down, shoot-down’ nos 
ttack by a U.S. Navy F/A-18 Hornet, which was traveling at Mach 0.80, 15,000 feet above sea ie 
fic Missile Test Center in California. Launched in its active mode, the AMRAAM immedi 
ked onto the drone with its own on-board radar and guided itself to the target. This was the 24 
success in 28 scored firings during the missile’s current test series. The AMRAAM is in full-scale 
development for the U.S. Air Force and U.S. Navy. 














Laser targeting systems for military aircraft can now be tested safely on the flight line. Until now, 
testing lasers on the flight line has been prohibited by safety regulations since the high levels of 


ated energy involved could be hazardous to the eyes. Alternatives are to conduct laser tests on a 
remote range or to remove a laser pod from an aircraft and take it to a shop for dismantling. The la 
` procedure could take up to nine hours and deprives a fighting unit of a valuable electro-optic sensing 
pod in the event of an emergency. The new portable Laser and FLIR Test Set (LAFTS), designed and — 
built by Hughes for the U.S. Air Force, can be carried to the flight line and easily attached to a sensor 
+ pod. The total time to mount, conduct all tests, and dismount the tester from the aircraft takes less 
_. 15 minutes. LAFTS fully tests the laser and forward looking infrared (FLIR) systems and verifies 
proper alignment between them. TV performance testing/alignment capability is also available. The ` 
system can also be applied to test electro-optic sensors on helicopters, armored vehicles, and ships. 




























U.S. Army tank crews can strike first against enemy tanks, using advanced thermal imaging systems 
and laser rangefinders. Both Hughes devices are helping to improve the effectiveness of the M1 Abrams. 


_ main battle tank. The devices enable crews to see the enemy and fire first even with obscured battlefie! 

Visibility. The thermal imaging system provides a TV-like battlefield display to the gunner by infrare 
sensing. Once the gunner sees a target, the laser rangefinder supplies precise range data, even on 

targets at extended distances. The rangefinder was designed to last for over 1 million shots. 


= An infrared (IR) sensor with fewer parts and potential lower manufacturing costs than present 


- generation sensors is undergoing tests as a candidate seeker for the U.S. Army's new Fiber Optic 

- Guided Missile (FOG-M). Current IR sensors use an optical scan mirror to allow a small number of 
_ infrared detectors to cover the sensor's field of view. The improved sensor, however, has a simplified 
optical system that scans electronically rather than mechanically. It incorporates a large-scale 
integrated circuit with more than 65,000 infrared detectors. The IR FOG-M seeker is being developed 
jointly by Hughes as subcontractor to Southern Research Institute. 

















: =: For more information write to: P.O. Box 45068, Los Angeles, CA 90045-0068 USA 


“We need 
a computer 
that grows 
with us 

.. painlessly.” 4 







NCR Coafiputers 


Our incremental architecture lets you add power without disruption. 





Managing business growth 
is a 24-hour a day job. You 
cant afford the disruptions 
usually caused by com- 
puter growth. 


Disruptions like: 

O Installing replacement 
hardware and operat- 
ing systems 

O Putting up with 
computer downtime 

O Retraining staff 

O Building new facilities 


p O Recompiling 


applications 





A growing business can’t 
stop and wait for its 
computer to catch up. 


That’s why NCR designed 
incremental architecture. 
Simply stated, it lets you 
add computer power by 
the slice. And you can 
add that power at a frac- 
tion of the cost of tradi- 
tional system conversion. 
Often while your existing 
programs continue to run. 
NCR makes it possible 








with multiple, indepen- 
dent application process- 
ors and I/O processors. 
To increase computer 
performance you simply 
add the appropriate 
processor. 


Incremental architecture. 
It’s part of NCR’s 
new-generation attitude 
towards computer per- 
formance. For more 
information contact 

your NCR representative 
or distributor today. 


Computer performance 
where and when you need it. 


NCR Offices: Australia, Fiji, Hong Kong, Japan, Macau, Malaysia, New Zealand, Philippines, Singapore, Sri Lanka, Taiwan 
NCR Distributors: Bhutan, India, Indonesia, Korea, Nepal, New Caledonia, Solomon Islands, Tahiti, Thailand, Vanuatu. 


“Did You 
Meet The President?”’ 


n 1956, the President of Brazil, Mr. Juscelino Kubitschek, and 

his Cabinet met with an exclusive group of international 

business executives at a closed-door conference in Rio de 
Janeiro. 


We brought them together. 


In the thirty years since then, Business International has helped its 
clients to understand, at first hand, the aims and policies of 120 
governments in over 50 countries. 


Executives of international corporations come to our conferences 
to listen, learn, and to share their experiences. Whether meeting 
government ministers through our government roundtables; or 
our analysts at our forecasting seminars; or simply each other at 
our peer group conferences for CEOs, CFOs and regional 
managers. 


Business International is a worldwide research, consulting and 
publishing company helping managers do business away from 
home. We provide international executives with the external 
information needed to manage foreign operations, where profit is 
so often at the whim of outside events. 


We recently merged with The Economist Intelligence Unit, the 
London-based country analysts, who track the progress of every 
one of the world’s economies. Together, we now draw on 250 
professional staff in 75 countries to provide the widest available 
range of information services tailored to the needs of international 
business men and women. 

Our roundtables and conferences are just one of these. 

If you would like to receive our conference schedule for 1987-88, 
just send your business card to Carol Kirschenbaum at Business 


International Corporation, | Dag Hammarskjold Plaza, New York 
NY 10017, USA. 





Business International 


New York @ Tokyo @ Geneva @ London @ Vienna @ Paris ® Rome @ Madrid @ Frankfurt 
Chicago @ San Francisco @ Washington @ Mexico City @ Rio de Janeiro @ Sydney @ Hong Kong @ Singapore 
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Schools 


Parents and 
cash 


UBLIC education in England is a lot- 

tery. In 1986, nine of the country's 96 
local education authorities satisfied all of the 
main criteria set by inspectors for running 
their schools well; 32 failed a majority of 
them. In the best schools, less able pupils are 
being stretched further than ever before, but 
a third of classes are said by inspectors to be 
“restrictive”, usually because teachers have 
too low expectations of their pupils. In some 
schools, parents have clubbed together to 
double the amount provided by their local 
authority for books, computers and other 
equipment; in others, they have contributed 
nothing. 

Her Majesty's Inspectors of education 
ire worried by such variations in standards, 
which have been made worse in recent years 
by special educational support grants for lo- 
cal authorities with innovative projects to 
improve the curriculum. Their latest annual 
review gives considerable succour to the 
education secretary, Mr Kenneth Baker, 
who is preparing legislation to break the 
power of local authorities and introduce a 
national curriculum. 

Unlike last year’s review, which stressed 
the poor physical state of many schools, this 
report blames mismanagement of resources 
more than lack of cash for the uneven provi- 
sion of books, chairs and repairs to class- 
rooms. Mr Baker’s bill will transfer financial 





More equal than others 
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control from town- and county-hall bureau- 
crats to head teachers, allowing them to reap 
thg benefits when they make savings. It will 
also try to counter patchy teaching stan- 
dards by introducing for the first time a com- 
mon. curriculum in all main subjects, on 
which pupils will be tested at the ages of 
seven, 11 and 14. 

Sceptics say that the inspectors, whose 
own role as independent professional watch- 
dogs is under threat, have produced the re- 
port that the government wanted. A closer 
look at it, though, produces as many awk- 
ward facts for Mr Baker as comforting ones. 
One is the assessment of the worst perform- 
ers. The inspectors’ national analysis reveals 
that the shire counties, the Conservative 
party’s political heartland, make the least 
satisfactory physical provision; for example, 
80% of them do not maintain their build- 
ings properly, whereas the majority of Lon- 
don boroughs do. 

But these days, the availability of, say, 
computers in a school can owe more to the 
level of contributions made by parents than 
to the local authority. Mr Baker’s critics be- 
lieve that his plans to allow schools to opt 
out of local-authority control, and to charge 
for certain educational “extras”, will create 
further inequalities, and make pupils de- 
pend on their parents’ ability to pay for a 
well-appointed school. 

Some of the deficiencies of the present 
system will make Mr Baker's reforms hard to 
implement quickly. The inspectors are con- 
cerned about the low standard and lack of 
leadership qualities of many senior and head 
teachers. There is little sign of any growth in 
the management training they will need to 





take on extra responsibilities. And the fail- 
ure of many authorities to provide adequate 
in-service training for teachers involved with 
the new GCSE exam—often because they are 
unable to replace them in the classroom 
while they are being trained—augurs ill for 
the introduction of a universal curriculum, 
designed to raise teaching standards 
The report suggests one other moral. If 
Mr Baker wants to get more competition 
into the education system, he could begin by 
getting the inspectors to identify individual 
schools and authorities in their reviews. 
Even the inspectors’ reports on individual 
schools have to be read between the lines. 
From their annual review, it is impossible to 
identify the nine best education authorities 
in England. Parents want to know. 
Er — - — 





Nuclear power stations 


Growing old 


RE Britain's aging Magnox nuclear- 

power stations safe? Probably, but a re- 

port just published by the Nuclear Installa- 

tions Inspectorate (Nu), a government 
watchdog, raises some worries. 

Of the 26 Magnox reactors built be 
tween 1956 and 1971, 11 are still in use. 
(“Magnox” refers to the magnesium alloy 
cladding of the reactor’s fuel.) They include 
the 31-year-old military reactor operated by 
British Nuclear Fuels at Calder Hall in Cum- 
bria. At their birth, these power stations 
were expected to have useful, safe lives of be- 
tween 20 and 25 years. Beyond that period, 
the effects of irradiation and oxidation on 
components were expected to erode safety 
margins. 

Thanks to Britain's stumbling nuclear- 
power programme—before Sizewell ‘s’ was 
given the go-ahead, no new stations had 
been ordered since 1978—the Central Elec- 
tricity Generating Board wants to extend 
the life of the old reactors to around 30 


years. As a condition of allowing it to do so, 
the Nil ordered the board to carry out a long- 
term safety review of each reactor. 

This week’s report, the first to be pub- 
lished, is the result of a five-year study of the 
two-reactor Bradwell Magnox power station 


m 


in Essex, which dates from 1962. Although 





it suggests that there is no im ate danger 
from the station, it is far from 
complimentary. 


need to be fulfilled if the power station is to 
continue in use until 1992. Most of these are 
minor, but six concern possible weaknesses 
in the reactors’ all-important pressure cit- 
cuits. The pressure vessel, the vital compo- 
nent of this circuit, contains a reactor’s nu- 
clear core: if it fails, a substantial release of 
radioactivity into the atmosphere is inev- 
itable. Over some 5-10% of its area, the 


47 













ty board has been given 
hree months to make the Bradwell reactors 
fer: If it fails to complete the work required 
the satisfaction of the Nu by March 
7989—a task which could cost up to 
£10m—it will be forced to take “risk-reduc- 

g measures”. That is a coy way of saying 
that pressure in the reactors would have to 
be reduced, cutting output and so making 
the Bradwell power station uneconomic to 


Even if the deadlines are met, the report 
asts a shadow over the forthcoming 
tivatisation of electricity. Geriatric nuclear 


soif they are known to be not as safe as mpd- 
ern designs. Yet the government will be re- 
luctant to keep the nuclear stations in state 
ownership, fearing that such a. move would 
further undermine nee confidence in nu- 
clear power. 

The TUC will shed no tears for Bradwell, 
at least. In a report published on July 24th, it 
expresses the hope that older Magnox sta- 
tions will be closed if they do not meet the 
objectives of the Nu’s safety reviews. Un- 
surprisingly, it favours an accelerated pro- 
gramme to build coal-fired power stations. 
nn | 





tion for the average investor, and even less. 

















N THE heyday of union power, few union 
leaders wanted to recruit temporary. 
workers or part-timers. Running the coun- 
try—and the 12m members they already 
had—gave them quite enough to do. Since 
1979, membership has fallen by a quarter, to 
below 50% of the workforce; and 24% of the 
workforce, largely unorganised, is now tem- 
porary, part-time or both. That is too large a 
group to sniff at. 
Two general unions, he TGWU and the 


































also become more accountable 


EEPING charities honest has never 

been easy. In the nineteenth cen- 
“tury, reformers became so concerned 
about the misuse of some trusts’ growing 
property income that Parliament several 
times stepped in with special legislation. 
Anthony Trollope’s first Barsetshire 
novel, “The Warden”, was about the 
abuse of a charitable church trust. 

Most charities are still tiny affairs, with 
yearly incomes of less than £1,000. But 
they add up to very big business indeed: 
275,000 charities with a combined annual 
income (mostly from gifts) of over £10 bil- 
ion, and assets of some £23 billion. They 
‘are growing fast, both in numbers and in 
spending power. The Charity Commis- 
ion registers about 4,000 new charities a 
ear. Tax and rate concessions to charities 
lready cost the Treasury an annual £24 
ilion: rhat will rise as a result of extra tax 
reaks introduced in April. 

By and large, big charities are more ef- 
cient than small. Take administration 
osts: a recent study by the National Au- 
it Office suggests that in nearly a quarter 
f charities, office costs account for 60% 
t more of the annual income—some of it 
eamed off by overpaid professional 
und-raisers. Yet many of the biggest and 
nost efficient charities spend less than 5% 
f their income on administration. 

The body charged with monitoring 

ritiés in England-and. Wales is the 
charity Commission. In June, the audit 
fiice published a scathing report which 
ound “ ‘grounds for serious concern over 

ie monitoritig and control at present ex- 
The- government's. efficiency 
unit has just finished a scrutiny of the 
mmission, conducted by a-retired civil 
servant, Sir Philip Woodfield: his report 






























































Reform begins at home 


The government wants charities to do more. That means they must 


will be published shortly. And this week 
saw the first open advertisements for a 
new chief charity commissioner, to take 
over next January. Charity supervision 
needs a thorough overhaul. 


Tax breaks 


Most of the criticism of the Charity Com- 
mission concerns its register: 

@ It is out-of-date (one survey found a 
sixth of charities were registered at ad- 
dresses unrecognised by the Post Office) 
and it is not yet computerised. 

@ lt says nothing about charities’ tax posi- 
tion, which is often crucial. 

@The commission has few powers to stop 
acharity registering, even where the trust- 
ees or aims are dubious. Similarly, it is 
hard to strike a charity off the register, 
even in cases of clear wrong-doing. 

Both Sir Philip Woodfield and the au- 
dit. office recommend that the- register 
should be used more positively. For in- 
stance, in the presentation of accounts: 
less than half of a representative sample of 

.. charities had filed any accounts in the past 
five years. Sir Philip suggests that filing of 
“ accounts should be made a requirement of 

registration. The frequency and form of 
accounts could vary with charity size. He 
also wants more power for the commis- 
sion to reject new charities and strike off 
existing ones. 


Yet both the-recent reports miss. a- 
much more obvious reform which would =. 
ensure an up-to-date and accurate regis- 
ter: to link tax concessions to registration. 


At present, the Inland Revenue decides 
quite’independently whether a voluntary 
body merits charitable status for tax pur- 


- poses—regardless of whether it is regis 
“tered. Once tax is computerised, it should” 








` services provided to charities, for instance 


be quite easy to. make registration (and fil- 
ing accounts) a condition for getting tax 
relief. 

Such a Ea would make it much 
easier for the Revenue to administer the ` 
plethora of tax breaks now available. 
Companies get tax relief on donations | 
amounting to up to 3% of their dividend 
payments; individuals get ‘relief for four- 
year covenants and—sinice April—for 
gifts up to £100 a year deducted by em- 

ployers from payrolls. Linking registration 
to tax relief should also:allow the Charity 
Commission to enforce tighter controls 
on dubious charities. 

The commission needs shaking up in 
other ways, too. Small though it is, it ig 
split between London and Liverpool: a 
move lock, stock and barrel, to Liverpool 
would save a lot of money. Its manage- 
ment needs improving: so far, it has 
largely escaped Whitehall’s financial-man- 
agement initiative. And the government 
needs to decide how far it is a regulatory 
and how far an advisory body, and to dis- 
tinguish between the two... 

One sensible recommendation made 
by Sir Philip Woodfield is that the co 
mission should charge for advice or other 















over'the handling. of their: investments. 
the Treasury, 


wtih a s: hee recommendation that the 
issi o employ more 







"The biggest obstacle to reform of char- 

ity supervision may be the government’ s 
reluctance | to legislate. Half of Sir Philip 
‘yecommenda- 
g nearly all the important 
changes in the law. 

is e always 
























-tipe for recruitment 


GMB, are loudly organising among Britain's 
4.6m part-time workers and 1.4m temporary 
workers. The GMB, which already has almost 
110,000 part-time members, has been “‘cold- 
recruiting” in new areas, and checking that 
all its collective agreements give fair treat- 
ment to flexible workers. 

The TGWU'’s national campaign began in 
February. So far, it stands as a declaration of 
intent; later this summer, the union will visit 
target towns, starting in the Midlands and 


Yorkshire. One reason for the slowness ofits + 


start is that, until June, the union was bound” 
. by a conference resolution not to organise 
agency workers. Head office has had to hold 
back its more enthusiastic regions. A district 
in the north-west has recruited 2,000 
Merseyside contract cleaners in a year. One 
officer privately reckons that, with six keen 
elpers, he could sign up 10,000 new mem- 
rs in central London by Christmas. 

Others are becoming more directly in- 
volved in the supply of flexible labour. The 
Isle of Man branch of the seamen's union is 
about to set up its own register of members 
available for work. Shipowners will pay a flat 
fee to find an available sailor with the right 
qualifications—and because the system 
works faster than the employers’ list, the 
union hopes they will become less inclined 
to hire non-union workers. If the scheme is a 
success, it will be extended nationally. 

With its own agency, a union can make 
money, raise membership and exert direct 
control over pay and conditions. Yet few 
have tried. Existing members still see casual 
and contract workers as a threat to their 
own jobs. Even where employers already run 
an agency system for skilled workers, unions 
are still keeping out. The electricians’ union 
has a 400-strong register for temporary work 
in Harlow; but it is sending a pious motion 
to this year’s TUC conference saying what a 
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bad thing agency work is. 

A bigger obstacle to union penetration 
among flexible workers is that union leaders 
are used to dealing with members who take 
temporary or part-time work only because 
they cannot get a “proper” job. Those work- 
ers have the same concerns as their “core” 
counterparts. Yet outside manufacturing, 
few flexible workers are like that. An analy- 
sis of temporary work in the government's 
1984 labour force survey, to be published 
later this year by the Policy Studies Institute, 
found that only a third of seasonal or casual 
workers would have preferred a permanent 
job. It is hard to see why the rest should want 
unions to lay down conditions that make 


_ them less attractive to employers. 

Voluntarily flexible workers are proba- 
bly inherently harder to organise. That may 
explain why unions are having more success 
in signing up workers in areas of high unem- 
ployment. The figures show that 51% of 
temporary workers in the north were “invol- 
untary”; in the south-east, with half the un- 
employment rate, only 23% were. 

So is flexible working an ever-growing 
threat to unions? There is no consistent sta- 
tistical evidence before 1983. But the Policy 
Studies Institute suggests that the widely 
touted growth of temporary work is illusory. 
Leave aside the government's special mea- 
sures, and as a share of total employment it 
rose in the three years from 1983 to 1985 by 
only a tenth of a percentage point. 

Agency office workers are rather a spe 
cial case; they represent a mere 50,000 of the 
1.4m temporary workers. Yet one of Brit- 
ain’s biggest job agencies is moving back 
from flexible to inflexible working. As an ex- 
periment, it plans to take a few of its best 
temporary office workers onto its own staff. 
The agency reckons the bill for a few unpaid 
hours will come to less than the hefty premi- 
ums the best office workers demand. 
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Crown Prosecution Service 


Lawyers lacking 


F YOU are found drunk and disorderly 
on an English street these days, it is not 
the police who will bring you up before the 


beak, but an independent state prosecutor. 


Since last October, an army of more than 
1,000 lawyers has taken over the prosecu- 





America in the rough 


j ene used to seeing their coun- 
trymen knocked out of the first 
round at Wimbledon or losing cricket 
matches to Pakistan had a pleasant sur- 
prise last weekend. Mr Nick Faldo won 
the British Open golf tournament at 
Muirfield, one stroke ahead of an Ameri- 
can. He was only the third Briton in 30 
years to win the home championship, 
and got raucous applause for it. More sig- 
nificantly, he was the fourth non-Ameri- 
can winner in a row. 

Until recently, the United States 
dominated world golf. Sixteen of the 24 
British Open champions in 1960-83 were 
American; and the Americans had a firm 
grip on the United States Open, Masters 
and PGA championships (with the British 
Open, these make up the four “grand 
slam” tournaments). The United States 
always won the biennial Ryder cup, too, 








even when its opponents were enlarged, 
in 1977, from Britain and Ireland to the 
whole of Europe. 

No longer. Take, for instance, the 
Masters: save for three wins by a South 
African, Mr Gary Player, it was won by 
Americans every year from its founda- 
tion in 1934 up to 1980. Since then, it 
has been won three times by Europeans. 
The world’s top golfer is now an Austra- 
lian. The Europeans won back the Ryder 
cup in 1985, and are favoured to retain it 
when the two teams meet in September 
in Columbus, Ohio. Since half the Euro- 
peans will be Britons—the professional 
game is still young on the continent, for 
all the brilliance of Messrs Langer and 
Ballesteros—there is even some heady 
talk of reverting to a contest between 
America and Britain-plus-lreland. That 
is dreamy stuff. But it makes a point. 
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THE 14m visitors who came last 
, year, the Royal Botanic Gardens at 
Kew are a retreat, complete with ornamen- 
tal roses and graceful iron-and-glass con- 
servatories, Yet in the nineteenth century, 
Kew was a clearing-house for the commer- 
cial plants of the British empire. Without 
Kew, there would have been be no bread- 
fruit in the West Indies, no commercial 
cultivation of the plant that produces qui- 
nine—and thus no European exploration 
of West Africa. Nor would there be rubber 
saplings in Malaysia—now worth $1.2 bil- 
lion to the country in exports. 
That part of Kew’s past may 
now seem more significant, for the 
government is trying to prod the 
gardens back towards partnership 
with the private sector. It has gone 
< the usual route: independent trust- 
“ees, corporate plans, an £11m bud- 
“get presented to the minister of ag- 
riculture. One expanding venture is 
to sell seed specimens to foreign re- 
` search stations. Another is to find 
outside sponsors for research. 
Restoration work—notably to 
Decimus Burton’s famous Temper- 
ate House—was going on’ before 
the trustees arrived. They have su- 
pervised more since: the old mu- 
> seum collections to be centralised 
: by 1988, and the Palm House to be 
rebuilt the following year. (That has 
meant rehousing a live cycad plant 










































: A lovesome thing, but what about the rate of return? 


dating from 1776.) On July 28th, the Prin- 
cess of Wales will open a new conserva- 
tory, complete with automatic watering 
and ten different climate zones from 
desert to rain-forest. 

Plenty of the public money spent on 
Kew goes on things that could never be 
financed from admissions fees, says Profes- 
sor Arthur Bell, its director. Take the col- 
lection of flowering plants: one in ten of 
the world’s flowers is represented there— 
more than in all the botanic gardens of 
America put together. 

Yet Kew is still far from the entrepre- 





Her Highness’s at Kew 































ion: of criminal cases, ranging from traffic 
offences to big-time fraud. The Crown Pros- 
cution Service was set up to bring people to 
t more impartially and efficiently than 
police. But in its first nine months, the 
w service has been unable to recruit 
ugh well-qualified lawyers to do so. 

The introduction of a single service, ap- 
lying common guidelines to cases through- 
ut England and Wales, has been advocated 
for years. It brings Britain into line with 
t European and American prosecuting 
uthoritiės, which are directed centrally 
ather than locally. It was hoped that sepa- 
ate prosecutors would deal with cases more 
kilfully than the police, ensuring that only 
ell-founded cases come to court. 

In practice, a prosecutor in a busy Lon- 
lon magistrate’s court may have to deal with 
inything from 30 to 50 cases in a morning, 
without previously having had time to study 
the brief or negotiate with the defence law- 
ets. There is little opportunity to assess 
whether cases initiated by the police merit 
prosecution. Several cases have been thrown 
out because the crown prosecutor repeatedly 
‘turned up at court unprepared. Opportuni- 





ties for plea-bargaining, which are essential 
for the smooth operation of any hard- 
pressed court, have been reduced. 

At the beginning of May, the service was 
still 30% short of its complement of 1,800 
lawyers, and was 20% down on its 2,700 sup- 
port staff. The problem has been recruiting 


„sufficiently experienced solicitors and barris- 


ters on modest salaries: many. who have 
joined are freshly qualified and poorly 
equipped to cope with such large caseloads. 
In a profession whose most senior members 
are usually self-employed, salaried jobs are 
often seen as apprenticeships. And the ser- 
vice’s recruitment problems have high- 
lighted a general shortage of lawyers-— 
caused, says the Law Society, by fewer young 
men and women entering the profession and 
a large number of women leaving it. 

When the newly appointed director of 
public prosecutions, Mr Allan Green, takes 
over from the retiring Sir Thomas 
Hetherington in October, he hopes to make 
the Crown Prosecution Service more effi- 
cient, by bringing it under the day-to-day 
control of his chief executive, Mr David 
Gandy, and grouping its 31 areas into four 







neurial kind of place the government. 
likes. The building works—more than 
£10m-worth of them—have been paid for 
entirely by-Kew’s Whitehall masters. The 
corporate plan, yet to be published, has 
nothing specific on new ways of promot- 
ing the gardens. And critics say that Kew’s 
retailing operation is a shambles. 

Other gardens work harder. The much 
smaller (and privately run) Chelsea Physic 
Garden earns £20,000 a year from its 
shop, and has just raised £1m. for an eñ- 
dowment fund. Large “botanic, gardens 
abroad seem to survive quite happily on 
(tax-free) private gifts. Missouri's, 
for instance, has an annual turt- 
over of $10m, of which less than a 
third comes from state or federal’ 
government. It lives well on the 
proceeds of direct-mail campaigns 
and does research work for 
outsiders. 

Kew has been: visited this year by 
50% more people than in the same 
period last year. That is partly be- 
cause 1987 is proving a good tourist 
year. At Sissinghurst (whose orna- 
mental garden was created by Vita | 
Sackville-West and Harold Nicol- 
son), the National Trust has 
stopped » promoting — visits—the 
140,000 people who came last year 
were simply too many, In 1988, the 
Trust says, it might have to intro- 
duce a time-ticket system. ` | 












regions controlled by members of its na- 
tional board. The £89m available for the ser- 
vice in 1986-87 has been increased to £153m 
in the current financial year. Extra allovyg 
ances worth up to £2,000. a year are beir 
offered to recruits in the London: area, 
where nearly half the posts are still empty. 
That has annoyed the First Division Associ- 
ation, which represents the service’s staff, 
and which has advised its provincial mem- 
bers not to accept temporary positions in 
London. Instead, it wants a nationwide al- 
lowance of £2,500. 

Some lawyers argue that the service's 
present problems are more than just ‘‘teeth- 
ing troubles” which will go away when it is 
run more efficiently and given more money. 
One problem is that the police, having be- 
gun a case and knowing the most about the 
suspect, are not always present’ in court to 
comment on whether bail should be 
granted. A more thorough reform would 
create a prosecutor like the American dis- 
trict attorney, who decides when to bringa 
case, and is more involved with it before it 
comes to court, 











“The world’s banks:have agreed to resched- 
ule $9 billion of Mexico’s private-sector. 
«debt. It will now be repaid over the next 
| 20 years. Ban ets are arranging a $1.06 bil- 

lion loan for C 


Colombia, the only South 


vied that it must retain agri- 
ubsidies, compromising Ameri- 
mbitions to scrap all farm subsidies 

y the year 2000. 


British Petroleum will make a £1.5 bil- 


lion rights issue in the autumn. This will 


‘coincide with the government’s sell-off of 


% stake. The bumper bundle could 
worth around £8 billion. 


Labour government 
granted New Zealand banking licences to 
sight banks, seven of them from abroad. | 


A giant Canadian property company, 


i Olympia & York, has acquired control of | 


“Canary Wharf. The £3 billion commer- 
| cialproperty development in London’s 
derelict dockland, trumpeted as the exten- 
» sion to the City, may now get built. 


Italy's high court quashed arrest warrants 
| issued for three Vatican bank officials in- 
| volved in the collapse of Banco 

- Ambrosiano. One was for Archbishop 
i Paul Marcinkus, chairman of the Vatican 
` bank and a business associate of Roberto 

Calvi, who was found hanged under 


: country that has not resched- ; 








Blackfriars Bridge in London in June 1982. 


The world’s shipowners, many of them 


Kuwaiti, have lost 154m tonnes of ship- 
~ ping in the war-ridden Gulf over the past 
five years. In an effort to protect merchant 


shipping, some Kuwaiti ships have been 
reflagged with the Stars and Stripes and 
given an American naval escort. 


“World airlines scheduled services 


Passengers, m, 1986 


Britain’s. independent. airlines want. the 
proposed merger of British Airways and 


` British Caledonian referred to the 


Monopolies and Mergers Commission. 


And Britain’s watcher of the public purse, - 


the National Audit Office, says BA was 


privatised too cheaply, costing taxpayers 
£300m. 


The World Bank is backing economic re- 
forms in Nigeria with a $3 billion loan. 


Thomson, France’ s state-owned electron- 
ics group, is swapping its medical busi- 











nesses for the washing machines and tele: 
vision operations of America’s General 
Electric — and adding a cash sweetner, 


Record losses. of $10 billion are expected 
from. American banks in the second 
quarter of 1987. Blame not only the writ 
ing-off of foreign debt bur bondrading 
losses and soaring expénses. 


The French government’s sale of its share: 
in the TF: French television channel was 
four times oversubscribed. 


Boeing has landed a $1.7 billion order for 
commercial aircraft from China Airlines, 


owned by the Taiwan government. Ir i 


the biggest single order for American. 
goods made by Taiwan. 


London's.. financial-futures  exchan 
LIFFE, has turned down merger proposals - 
by the International (formerly the Le 
don) Stock Exchange. 


Preparing: for Paris’s. big bang, Bang 
Nationale de Paris and Société Gené 
two big French banks, are buying maj 
stakes in Parisian brokers. 


Standard Chartered is thinking about 
ing all or part-of its 39% stake in Stan 
the biggest bank in South Africa. 


Economic and financial indicators 
are on pages 85-86. 
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H Jun 30 


South Aficas “chemicals group expects ‘demand for its tertiisers. “and 4 aore : 
chemicals to increase in the second half of 1987. 





H Jun 30 


A$3 billion addition to loan-loss reserves on third-world: debt ‘caused the ‘Arnorioan i 
bank’s second-quarter loss. 





Y Dec 31 


Problems in the civil aircraft and helicopter markets sent West ¢ 
-aerospace company diving into losses. 





H Jun 30 192 


Profits: from investment banking andi insurance more than offset the 
Herd’s” losses in ies aba securities. 





Y Mar 31 127 





H May 31 67 


Despite ‘the high yen, Japan's: audio- and video-tape r m 


mereg 


Reasons: higher overseas production, cost-cutting and improved afficiency. 








H Jun 30 (2) (-99)tt Record profits came in the second quarter of 1987 for the Amerioan arine about to ; 


be-delisted byi Rs chairman, Mri Mr Cart icahn. 


The-big American computer ter maker, formed from the. merger o Burroughe 
$ Sperry, benented: from the weaker dollar and. n, 





HJun30 231 +151 
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Given the advanced tech- 
nology and high quality of its 
| products, the electro-medical 
industry is one of West Ger- 
many’s showcase sectors. It 
originated almost a hundred 
| years ago with the discovery 
of cathode rays by Wilhelm 
Conrad Röntgen in 1895-a 
breakthrough which ushered 
in a new era in the history 
of medicine. 

The electro-medical in- 
dustry’s healthy state today is 
due to the advances generated 
by the massive impetus that 
the sector received in the early 
60s, when novel electronic 
imaging systems began to 
augment conventional X-ray 
technology. In addition to 
their diagnostic functions, 
electro-medical devices were 
now used in therapeutic appli- 
cations—e.g. as patient moni- 
tors: or in nuclear medicine. 
"The advent of this new gen- 
‘eration of equipment marked 
the incorporation of micro- 
electronics and data pro- 
-cessing into electro-medicine. 
In the meantime, it is hard to 
think of a single piece of elec- 
..tro-medical apparatus that 
does not contain at least one 
computer. 


| Export-fuelled growth 

< © West Germany’s electro- 
medical and radiological in- 
dustry encompasses over 100 
firms, primarily small and 
medium-sized businesses, 
employing just under 26,000 
people. In 1986, it had sales of 
DM4.8bn—some 10% higher 
than in the previous year and 
over twice the 1976 level. For 
many years, exports have 











been the industry’s driving 
force, and have trebled since 


1976. With deliveries abroad. - 


topping DM3bn last year, the 


“sector’s export ratio stood at 


63%. 

Virtually a third of all ex- 
ports go to West Germany’s 
EC partners, and such deliv- 
eries were. up by almost 30% 
in 1986. However, while the 


industry’s customers are to be 
found throughout the world, 
the U.S. is by far the largest 
buyer of German electro-med- 
ical products, accounting for 
more than 25% of sector ex- 
ports last year. Worldwide, 
West German manufacturers 
currently hold a 25% market 
share—with the regional fig- 
ures ranging from more than 
40% in Western Europe to 
20% in the U:S., and 10% in 
Japan. f 
The industry owes its 
strong international positión 
to its solid financial commit- 
ment to R & D. For some time 
now, it has been investing 
roughly 8% of its sales an- 
nually for such purposes, as 
compared with current aver- 









Johannesburg, Manama (Bahrain), 


-The Commerzbank report on German business and finance No. 7/87 


German electro-medical technology: 
strong world market position 


age R&D spending levels of 
around 3% in West German 
manufacturing as a whole. 
The electro-medical sector 
thus emerges as: a high-tech 
industry with great innovative 
potential. 

Last year, its domestic 
business slipped by 2.4%. In 
view of efforts to cut costs in 
the health care system, hospi- 





tals and medical authorities 
were reluctant to place fresh 
orders. At the same time, 
competition in the German 
market—to which foreign sup- 
pliers have easy access—has 
intensified. With a sales vol- 
ume of DM1.3bn, non-Ger- 
man suppliers of electro-med- 
ical devices covered just 
over 40% of domestic de- 
mand. 


After the upward surge of > 


the past few years, the sector 


has now entered a quieter- 


phase—owing, above all, to 
the dollar’s. dramatic loss in 
value against the D-mark. As 
the present, rather modest re- 
vival of demand in the Ger- 
man market will hardly offset 
sagging exports, 1986 sales 
and capacity utilization levels 
will not be maintained. 

Undoubtedly, adjusting to 
the changed situation on the 
export front is a bitter pill for 
the sector to swallow, accus- 
tomed as it has been to com- 
fortable-growth rates. More- 
over, the dollar’s weakness is 
not atemporary problem. But 
whereas firms initially tried to 
defend market positions by 
making price concessions, 
and thus squeezing earnings, 
they are now looking for other 
solutions. : The: focus is on 
cost-cutting. By using more 
imported: components and. 
accessories, companies are 
attempting to benefit from 
the advantages of a firmer 
D-mark—underlining how 
much more experienced Ger- 
man manufacturers are than 
their Japanese counterparts in 
coming to grips with an ap- 
preciating currency. 

Of course, such adjust- 
ments take time. However, 
the German electro-medical 
industry seems set to re- 
bound, for exchange-rate-in- 
duced dents in competitive- 
ness should not be equated 
with technological short- 
comings. The quality stan- 
dards of its products—includ- 
ing service and spare-parts 
supply—secure for the indus- 
try an undisputed place 
among the world leaders. 
Moreover, the demand for 
modern medical technology 
is great and technological 
excellence. will always be a 
key criterion. 
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comeback? 








\OMMODITIES, out. of fashion for 


re rising, dealers are 
d ‘economists. are 
inflation. Miners and 
countries, and the gov- 
or, commodity-depen- 
whose foreines have slumped 
bottom chart), are daring to 
mmodity markets may be in 
d that maybe the long-term 
slide in commodity prices, which last year hit 
their lowest level in real terms since the 
1930s, is going into reverse. 

The upturn is confined to industrial raw 
materials. Food markets had a small increase 
early last year—the dramatic rise in the price 

vindex mostly came from coffee—but have 

slumped: since, weighed down by American 

and European surpluses and subsidised ex- 

_ ports. Coffee and cocoa prices are sliding at 

the*prospect of bumper crops meeting stag- 
nant demand. 

Industrial raw-material prices, on the 

~ other hand, have climbed steadily for several 





















The boomlet's beneficiaries 
Dependency on selected industrial 

| commodities, 1986 % of exports 
0% 10 20 30 


Malaysia eris] Rubber 
Australia WILA Woa 
|New Zealand ZZA woo 
Pakistan 
Egypt”: 
Liberia! 
X | Peru i 
op Uruguay 
f Paraguay 
;-Nicaragua* 
~ Bolivia® 
sF Zairo 
| Chile 
Sudan* 
| Jamaica 
| Bangladesh 

























Pe) thes 
VILL oe te : 
MMAR 


HUEREROOUAERRRGHUIOURRONGUEGT LO 






are suddenly flavour 


Are commodity p prices set for a 


months. Rubber, cotton, wool, jure and mer- 
als. have. pushed The Economist’s dollar- 
based index of industrial raw materials.up by 
21% this-year, and by 38% since July 1986. 

As a this upturn stems from some gen- 
eral trends and the coincidence of a lot of 
factors specific to each commodity. Strikes, 
for instance, have cut the supply of some 
metals, World production of lead in the first 
five months of 1987 was 3.4% lower than a 
year earlier, partly because of a strike in Can- 
ada at Cominco’s Kimberley mine and Trail 
refinery. Canada’s copper output was hit by 
athree-month strike that ended in February, 
while landlocked Zambia's copper exports 
have been hit by problems in transporting 
metal to’sea ports. 

Rubber had a bad winter: it rained too 
much in Malaysia, and supplies are now 
tight. The world’s jute crop also shrank in 
1986-87, and prices are now 70% higher 
than at the end of last year. Cotton and wool 
are benefiting from unexpectedly strong de- 
mand: consumers are turning against: syn- 
thetics. Cotton prices have more than dou- 
bled in a year and wool prices are at record 
levels, 

~The: past. year’s impressive, across-the- 
board rises. have happened partly because 
prices had fallen so low that they almost had 


_ to bounce back. The current price increases 


are not.yet as large as- during the 1983-84 
mini-boom; after that upturn, the long-term 
downward trend continued. 

Dollar commodity prices have, of 


‘course, been pushed up by the currency’s 


fall. Inspr terms, the increases are less dra- 
matic—15% since the beginning of the year, 
and 29% since July 1986. The lower dollar 


|. has probably contributed to that rise: deal- 


ers and consumers, worried that.a-falling 


-dollar may lead to ibn, have been buy- 


ness in the market means that the p 


The Economist commodity price indicator 
SDR terms 





























ing up raw materials. 
Yet there is a fundamental change i i 
markets. Producers have gor rid of 
slack: since the collapse in metals 
1981-82, many. high-cost. mines 
erties have been closed, morhbalk 
down, and producers have invest 
cost-cutting computers. 
In third-world countries, somet 
ilar, though Jess systematic, has: hi 
In Zambia, for example, the collapse 
per earnings meant that forcign’< 
was short and imported spare pa 
come by. Since returns on invest 
been negative, some mines hav 
doned.. Zambian copper prod 
over 20% between 1981 and 1985... 
The supply of agricultural raw 
has also adjusted to poor pr 
main rubber producers-—Indonesia 
laysia~—made a conscious effort to di 
out of a commodity always vulnerable: t 
cheaper synthetics. Natural-rubber produc 
tion fell slightly in the early 1980s, and i 
now stagnant. Cotton reacts faster to pri 
incentives. After two years of depresses 
prices, plantings were down in 1986-87, an 
production during the year is expected ro be 
only 15m tonnes, compared with 17m 
year before, and 19m two years ago. 
Stocks of agricultural raw mater 
still fairly comfortable; but stocks of met 
arë low enough to alarm some consume 
Most have been falling steadily since the pro 
duction cutbacks began. The present-t 

































sponds nervously to strikes or w 
increases in demand. 
Stocks have fallen so low because; 
1986, there was a peas increase ind 
mand for several metals . Demand fo 
rose by around 5% and for aluminiurs: 
4%, while manufacturing output in OF 
countries, the principal markets for metals 
grew by less than 2%. The 1983-84 comme 
ity price rise, by contrast, derived targ 
from a simultaneous strengthening in t 
American econgmy. 
According to the current ortho 


















































































ally superior materials means that even 
high industrial growth gives only a small 
boost to demand for metals. That funda- 
ental change is the best explanation for 
e stagnation in raw-materials consump- 
n and the consequent long-term slide in 
prices; but some analysts think that last 
ar’s figures suggest that the decline in the 
use of metals is now over. If they are right, 
én demand for metals should start to fol- 
low growth in manufacturing output more 





EC-Japan trade 
Japan-bashing 
catches on 


ISSELS 


NOPYING America, the EEC is conclud- 
ing that attack is the best means of de- 
fence in its strained trade relations with Ja- 
pan, The time is past when the Community 
‘ould wring its hands as Japanese exporters 
ded another billion dollars or so to their 
try’s trade surplus with the EEC and 
nd a deputation to Tokyo to beg for vol- 
ary export restraints. 
<< Cut-price Japanese exports are now be- 
ng met with punitive import duties each 
me the EEC finds dumping by Japanese 
nufacturers. The dribble of anti-dump- 
ig investigations begun last year is turning 
o à wave. European firms specialising in 
-rechnology-are the quickest to com- 
bout what they regard as unfair trad- 
ractices. In the past three months, the 
ropean Commission has opened anti- 
ping investigations into. ‘computer 
riters, EPROM and DRAM microchips and 
pact disc players. Mobile telephones 
ned the liston July 15th. i 
The commission has the active support 
he EEC’s member governments. They sig- 
led. their enthusiasm when, in record 
last month, they approved a new direc- 
extending anti-dumping duties -on fin- 
products to their components as well. 
“meéans that Japanese manufacturers 
inot now skirt a penal duty applied to a 
sroduct by shipping its components to the 
for assembly on the spot. The draft was 
formally submitted to ministers in March. It 
ormally takes: Community governments 
hing from six months to ever and a day 
adopt a new draft directive. 
The 12 have also taken it upon them- 
selves to claw back compensation from Ja- 
yan in.exchange for its increased exports to 
pain and Portugal, which had to start 
pening their previously protected home 
kets on becoming EEC members. Japan 
as so far refused Community requests that 
open up its market more to EI ports of 

































~~ fruit, vegetable 


goods from Iber 
its mind by the end of the year, the Commu- 
nity has reserved the right to retal liate*by 
doubling current duties on several popular 

electronic goods. These include compact- 
disc players, digital audio tape readers, elec- 
tronic organs, multichannel amplifers, 
decks for video recorders and microwave 
ovens. 

Along with its attacks on Japanese ex- 
ports, the Community is increasing its pres- 
sure to win a better deal in the Japanese 
market for goods that EEC countries think 
they can produce competitively. This ap- 
proach has so far brought fewer results than 
anti-dumping actions. At present, the EEC is 
concentrating on cars, cosmetics and medi- 
cal equipment. In each, the Japanese have 
made minor concessions and are waiting to 
be shoved again. In their current mood, the 
12 will continue to shove. Formal com- 
plaints to GATT may follow if headway is not 
made on these products before the end of 
the year. 

It is unlikely, however, that this more 
aggressive EEC policy, which looks protec- 
tionist in Japanese eyes, will lead to a rapid 
reduction in the Community’s trade deficit 
with Japan. Last year’s deficit exceeded $21 
billion. European trade officials hope it will 
at least stop growing. 











Brazilian economy 
Back to basics 


SAO PAULO 


R LUIZ Carlos Bresser Pereira, Bra- 

zil’s finance minister, left for Wash- 
ington on July 21st a tired but reasonably 
happy man. After weeks of soul-searching 
and several delayed deadlines, he has at last 
delivered his latest brainchild: a four-year 
economic programme with three-monthly 
targets that is designed to placate not only 




























In-need of a sweetener from Bresser 


-If Japan te not ae 


try's bank reditors. = 

On the face of it, his srehedox pian ik is 
what Brazil badly needs: government spend- 
ing cuts, higher taxes ahd economic growth 
led by ean exports. Mr Bresser is aim- 
ing for real GDP growth of 5% this year, 6% 
next year and 7% in two years’ time. As part 
of this effort, he wants to achieve a large sur- 
plus on the current budget, so that it can 
help to finance public investment. This cur- 
rent surplus was equal to 2.2% of GDP in 
1980, but is expected to disappear this year. 

Mr Bresser wants the country’s trade 
surplus to grow steadily from $8.6 billion 
this year to $9.8 billion in 1991. To help 
achieve this aim, the government is ponder- 
ing setting up export zones where manufac- 
turers would be able to produce for export 
free of the handicaps (eg, high local-content 
laws) placed on companies producing for 
Brazil’s home market. 

It is from private businesses that M 
Bresser wants much of the new investmen 
to come. While total new investments are 
expected to grow from 19.5% of cpr this 
year to 24.3% in 1991, the public sector’s 
share is to increase only slightly, from 7.3% 
of GDP in 1987 to. 7.5% in four years’ time, 
Investment in the private sector, by con- 
trast, is supposed to rise to 16.8% of Gor by 
1991, up from 12:2% this year. To achieve 
this, Mr Bresser will have to offer industry 
tax or other incentives. He is also introduc- 
ing a programme of debt-equity swaps 
which officials reckon could bring in up to 
$2 billion a year in foreign investment. 

Sceptics doubt whether Mr Bresser’s 
team can fulfil its ambitions: the public-sec- 
tor deficit, which before'the publication of 
the plan was forecast to reach 6.7% of GDP 
this year, is to be chopped to 3.5%, which is 
almost exactly what it was last year. The tar- 
get for 1988 is 2%, considered rather timid 
by the mF, which would like to see it reach: 
zero by the end of next year. To achieve i 
aim, the Brazilian government must take ar 
axe to some $6 billion-worth of government 























Ss up is some! 


i The ie E rise in America’s trade deficit in May has strength- 
ened the -hand of the country’s protectionist lobby. It should look 


beyond the headline figures 
E Atte. CA’S trade gap in May, of $14.4 
‘hea 


» increased i its total trade defi- 

f b t year. For those trade watch- 

who are waiting for evidence that the 

% decline against the D-mark 

nd the yen since February 1985 is start- 

g to work its magic, the news from Japan 

est’ Germany is’equally depressing. 

“first: five months of 1987, Japan's 

lus was a third higher.in dollar 

e same period of 1986 and 

was almost 50% bigger. 

apan’s trade surplus: fell to a 

average of $8.1 billion in April 

m an average of $9 billion in 

the first quarter. But West Germany’s sur- 
plus continued to climb. 

Trade figures provide a ready source of 
confusion to the unwary. Look at the 
numbers in dollar terms, volume terms or 

< even-in yen terms and they will tell three 
different stories. The figures. for net ex- 
ports of goods and services in each of the 
three countries’ quarterly national ac- 
~counts provide a much more reassuring 
picture than the monthly trade statistics: 
Chart 2 shows that whereas America’s 
deficit on goods and services has contin- 
ued to rise every quarter in current dol- 


IL lars, in constant dollars—ie, by volume af- 


ter stripping out price movements—the 
deficit has come down from a peak of $163 
billion (at an annual rate in 1982 dollars) 
~Gncthe third quarter of 1986 to $137 bil- 
ion in the first quarter of this year. 
Similar figures for Japan and West Ger- 
many are even more impressive. Ameri- 
cans always focus on the dollar value of 
_ their trading partners’ surpluses, but the 





sharp drop in the dollar over the past two 
years distorts these figures, In D-mark and 
yen terms, their trade surpluses have risen 
much less than in dollar terms. Japan’s 
surplus was only 9% higher in yen terms 
in the first five months of 1987 than a year 


-ago; West Germany's was 15% higher in 


D-mark.terms—both about a third of the 
jump in dollar terms. 

Charts 3 and 4 show Japan’s and West 
Germany's surpluses in: constant prices: 
both ‘have shrunk since 1985, although 
there was a small rise in both countries’ 
teal surpluses in early 1987. Japani’s quar- 
terly surplus on goods. and services fell 


“from a peak of ¥13.1 trillion in the second 


quarter of 1985 to ¥8.1 trillion in the first 
quarter:of this year (both figures atan an- 
nual rate in constant 1980 prices), West 
Germany's surplus narrowed from DM85 
billion to DM48 billion (on the same ba- 
sis) during the same period. 

The deterioration in Japan's and West 
Germany's ‘trade balances in. volume 
terms was disguised last year by a sharp im- 
provement in their terms of trade, West 
Germany had a classic J-curve, in which 
trade prices react more quickly than trade 
volumes to.currency movements. The de- 
cline in the dollar boosted West Germa- 
ny’s export prices-in dollar terms. Japa- 
nese exporters, by contrast, in an effort to 
cling on to their market share, taised:their 
dollar prices by much less and absorbed 
about half of the: yen's appreciation ‘by 
squeezing profits. The big improvement in 
Japan’s terms of trade last year was due 
more to the sharp drop in oil prices and 
commodity prices. 

These different developments in Japan 
and West Germany could have big impli- 


Goods and services trade balance* 


cations for the future course oft 
surpluses. The recovery in oil and com 
modity prices partly explains why Japan 6 
trade surplus has fallen slightly in dollar 
terms during the past couple of mor 
However, the fact that West Germane 
porters have passed on the rise in the 
currency more fully to customers than Jap: 
anese exporters, means thar in the lor 
run West Germany's export volitne 

be hit harder than Japan’s.. 

One slightly worrying developrnent 
that Japan’s and West Germany simpo 
volumes are growing more slowly this yea 
The 12:month rate of growth of Japa 
import volume has halved from 13% 
1986 to 6% so far this year; West Germ 
ny’s from 6% to 3%. ; 

One factor which will camouflage 
underlying decline in Japan's su 
year is its trade in gold. In 1986, Japan 
ported some $7 billion-worth of g 
mint. its coins commemorating 
anniversary of Emperor Hirohito’s ac 
sion to the throne. Much: of this gold 
imported via America—although ir of 
nated elsewhere—and so artific 
boosted Japan's imports from Americ: 
1986, This year, gold imports are liki 
be negligible, depressing irs imports 
America and so providing more a 
tion for protectionists. Strip out gi 
Japan’s imports from America are 
strongly this year. 

In the first four months of 19 
total volume of America’s expo 
5%, its import volume by 1%. 


1986 and a 0.4% drop in expor 

even if trade flows are moving in the ti 
direction ‘this will not automatic 

duce America’s deficit. American import 
are so much larger than its exports that 
exports must grow almost twice as fast as 
imports to prevent the deficit from wider: 
ing. There is evidence that America’ 
dustry is now leaner and fitter. It nee 

be: America exporters must keep p jogging 
simply to stand still. 





a ‘Merchandise trade balance 


ooo” 
e0500 Wost Germany : 
in dollar terms 





United States’ 





Bj united States 


1985 :86 


Constant a 
prices 


ee 
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*Quarlétly average seasonally adjusted at annual rate * + Not seasonally adjuat 








New Issue 


NICHIREI CORPORATION | 
| U.S.$50,000,000 


: Z% per cent. Guaranteed Bonds due 1994 
ioe a with | 


Warrants 





to subscribe for shares of common stock of Nichirei Corporation. 
The Bonds will be unconditionally and irrevocably guaranteed by 


The Fuji Bank, Limited 


Issue Price 100 per cent. 


Yamaichi International (Europe) Limited 


wa Europe Limited Fuji International Finance Limi 


ie Nikko Securities Co., (Europe) Ltd. Nomura International Limited 
Ban - Paribas Capital Markets Limited i 
ber leming & Co. Limited 





Westdeutsche Landes yank Girozentrale 

























i SES gee All these securities having been sold, his announcement appears as a maiter of record only. ' 
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NICHIREI CORPORATION 
U. S.$100,000, 000 


1% PER CENT. GUARANTEED BONDS DUE 1992 WITH WARRANTS TO SUBSCRIBE 
S FOR SHARES OF COMMON STOCK OF NICHIREI CORPORA’ TION 


unconditionally and irrevocably guaranteed as to payment of principal and interest by 


The Fuji Bank, Limited 








ISSUE PRICE 100 PER CENT. 
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-< Daiwa Europe Limited _ Yamaichi International (Europe) Limited 
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~ Goldman Sachs International Corp. — a IBJ International Lim ted 
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es this y year. But Pr resident José Sarney has 
ady secured from Mr Bresser the prom- 
that no public servant, no matter how 
dle, will lose his job. 

Many economists feel it unlikely that 
lan’s target of 53% for the growth of 
he money supply, which last year grew by 
0%, will be hit. They also see Mr Bresser’s 
m as incautiously optimistic on inflation, 
h they reckon will be around 50% by 
wend. Before the government-imposed 
tice freeze, inflation was running at an an- 
ual rate of 186%. 

There are also doubts over the way Mr 
esser intends to deal with the country’s 
billion foreign debt. The plan esti- 
tes that 60% of the interest'due in 1988 
l have to be refinanced. It also calls for a 
hanism which can be used to protect 
il from external problems beyond its 
rol. This would presumably open the 
y to the capitalisation by Brazil of interest 























s own party. The ruling PMDB party sup- 
at the last minute part of a policy 


ling a y some ia eiai bits 
s and against two unsellable satel- 
; ped out the company’s second- 
r profits. 

ove should-allow Comsat to con- 
n its original business of providing 
to users of Intelsat, the 110-nation 
consortium in which Comsat has a 
stake. But. Intelsat is not now the 
en boy it once was. 

restructuring follows the collapse of 
t’s attempt to merge with Contel, a 


sfully from running local telephone 
in America to offering a range of so- 
ced telephone, cellular and satellite 
s: Contel pulled out of the compli- 
deal in April: It was put off in part by a 
ted Federal Communications. Com- 
n ruling that Comsat should refund 
to customers, and by rising doubts 
t the advantahes of the deal to Contel. 
; theless, Contel will take over some of 
t’s international service and manu- 
iring divisions, including the manufac- 
of miniaturised satellite dishes for trans- 












































pany five times its size, which has grown . 
























USSIA’S vodka producers were do- 
ing very nicely until Mr Mikhail 
Gorbachev came along. Now, though 
vodka’s share of declining spirit sales in 
the non-Communist world is rising, Mr 
Gorbachev's crackdown on alcoholism 
in the Soviet Union has eth reduced 
total consumption: vodka sales world- 
wide tumbled from 3,627m litres in 1984 
to 3,285m in 1985 and to 2,394m last 
year. 

The main reason is that, in 1985, Mr 
Gorbachev raised alcohol prices by be- 
tween 35% and 50%, sacked drunks 
from their jobs and even began to expel 
unreformed alcoholics from the Com- 
munist party. The result, according to 
Soviet figures, “is that (recorded) con- 
sumption of vodka in Russia has fallen 
from 2,565m litres in 1984 to 2,259m in 
1985 and to 1,386m in 1986. 

Increased exports have made up only 


World consumption of vodka bn litres 
EB Soviet Union {Other communist countries 
Ed united States [2]Other non-communist countries 


1975 1980 
Source: impact Databank 















part of the shortfall in sales. Stolichnaya, 
Russia’s main export brand, has sold well = 
in America since its introduction there 
in 1973 as an exotic, up-market label. 
Following a dip in 1983 and 1984, caused 
by the boycott of Russian goods after the 
shooting down over Soviet airspace of a 
South Korean airliner, sales rose 31% be- 
tween 1985 and 1986. But volume re- 
mains small. Though vodka, led by (thor- 
oughly capitalist).Smirnoff, now outsells 
both gin and bourbon. in America by 
more than two bottles to one, there is lit- 
tle scope for expansion: ina shrinking 
world market for spirits. 

Vodka is, nonetheless, holding its 
own. American consumption of spirits 
fell by about 12% in the six years to the 
end of 1986, but vodka consumption was 
down by only 3%. In Britain, the bastion 
of gin-drinking, vodka increased its share 
of the spirits market from 9.1% in 1975 
to 13.3% in 1985, while gin’s share fell 
from 15.7% to 13.9%. Throughout the 
non-Communist world, vodka consump- 
tion rose from 540m litres in 1980 to 
567m in 1985, then fell slightly in 1986. 

Russian consumption of spirits may 
not, however, be down as sharply as the 
figures would seem to. suggest. Official 
statistics do not take into’ account con- 
sumption of samogon; (usually explosive)” | 
home-brewed liquor. Its: main constitu- [> 
ent is sugar, which may help to explain © 
why retail sales of sugar in Russia jumped 
10% last year. 
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mitting data, an area in which Contel is 
expanding. 

Comsat says it will not entertain other 
suitors. Instead, it is shedding unprofitable 
businesses to concentrate on Intelsat and 
the monopoly it enjoys in passing most tele- 
communications traffic to and from Intel- 
sat’s “birds” and American earth-bound.us- 
ers. That apart, all that will remain of the 
company will be the Comsat laboratories 
and offshoots that beam entertainment pro- 
grammes to hotels and provide special tele- 
communications networks for the American 
government. 

Comsat has backed all the wrong horses 
in America’s domestic satellice market. Set 
up in 1962 as part utility, part commercial 
company to be America’s shareholder in In- 
telsat, it ventured beyond its original aim 
and started putting money into ambitious 
satellite schemes. It lost $100m on Satellite 
Business Systems, a venture set up with IBM 
and the Aetna Life insurance company. In 
1984, it lost its nerve in its biggest gamble, 
direct broadcast television, a decision that 
left it with $120m-worth of unwanted satel- 








lites. One-third of its second-quarter provi- 
sion comes from a ‘second write-down of 
these satellites, following its recent failure to. 
offload them on to Britain’s psp direc! 
broadcast satellite project. No other buyer is 
in prospect. 
Comsat is retreating to an outdated role. 
lts intermediary function became superflu- 
ous in 1984, when American telecom carri- + 
ers were allowed to transmit directly to Intel- 
sat’s satellites, though they still had to pay 
Comsat for the privilege: ‘It stands to lose, 
too, from the laying of fibre-optic.cables on 
the key transatlantic route, which will lower 
rates and shift telephone traffic from Intel- 
sat’s satellites, The first fibre-optic cable will 
quadruple cable capacity when it comes on 
stream next year. ` 
Others will. follow: Cables offer better 
line quality and do not suffer from satellites’ 
annoying split-second time delays. In the 
past, the Federal Communications Commis- 
sion has required American ¢arriers to bal- 
ance their traffic above the sea and below it” 
for strategic reason: ese rules have-ak 


































satellites’ role in transatlantic traffic. Com- 
sat has bought itself some time by tying up 
five- to nine-year leases for much of its capac- 
~ ity at reduced.fees, After that, will anybody 
want to renew the leases? 





“3 Australian coal 
Pitted — 
MELBOURNE : 


USTRALIA’S coal industry sold 92m 
-. L'A tonnes abroad last year, making it the 
_ world’s biggest coal exporter. Coal is also 
stralia’s biggest export earner, netting it 
A$5.2 billion ($3.5 billion)\—15% of the 
‘country’s. export sales. Coal exports could 











Haye letensive figures the industry is in 
uble. A í 
st year’s falling oil prices brought coal 
pri own with them. While oil prices 
have recovered to some two-thirds of their 
1985 average, coal has remained flat. Cheap 
` coal from such places as South Africa, 
China, Colombia and Indonesia is keeping 
the world price down. i 
This has come at a bad time for Austra- 
- lia. Since last August, the Australian dollar 
has risen by 17% against its American coun- 
terpart in which its coal exports are priced. 
In May, Chugoku Electric Power, Japan’s 
biggest steam-coal importer, forced Austra- 
lía's producers to concede an 8% cut in 
price to $29.40 a tonne. In Australian dol- 
lars, that represents a fall of a fifth in a year. 
With total coal sales to Japan of 43m tonnes 
a year, and production costs of up to $30 a 





Toshiba 
pPlaying tat for tat 


fAPANESE companies spend $50m-60m 
. pa year hiring lawyers, public-relations 
consultants and other lobbyists to pro- 
mote their image in America. Of late, these 


-hired tongues have had to earn their money 


the hard way. 
This week, Japanese businessmen would 
have liked Americans to have read in their 
-newspapers of the successful conclusion of 
--an.agreement between the governments of 
the United States and Japan for Japanese 
companies to participate in President Rea- 
gan’s Strategic Defence Initiative, better 
known as star wars. Indeed, the press duly 
noted the signing in Washington on July 
‘21stof such an agreement. But the news was 
overshadowed by a $100m advertising cam- 
<; paign by Toshiba, the Japanese electronics 


e en removed). That will threaten the 






reach: 105m ‘tonnes by 1990. Yer for all. 


tonne, it was a precedent Australian: pro- 
ducers could ill afford to set. They had little 
choice: Japan buys coal from South Africa 
at ess than $25 a tonne. 

The result is that seven Australian 
mines have closed so far this year. The Joint 
Coal Board of New South Wales reckons 
that 21 of the remaining 100 or so pits in 
New South Wales and Queensland, which 
together produce almost all of Australia’s 
coal, are in danger of closing. Most at risk 
are the country’s labour-intensive under- 
ground mines, concentrated in New South 
Wales: most already lose money, mainly be- 
cause underground miners earn. more than 
double the average Australian wage of 
A$430.a week. Overall, the industry's aver- 
age rate of return after tax is now half the 
12% it was in 1980. 

Almost 3,000 jobs have been lost since 
1983; a further 3,000 of the remaining 
29,000 are on the line. Three days before 
Australia’s general election on July 11th, 
6,000 miners in New South Wales went on 
strike to defend their restrictive practices 
(which mean that most underground mines 
operate for only half their available working 
time) and generous bonus schemes. 

Mr Bob Hawke, Australia’s re-elected 
prime minister, plans.a meeting of unions, 
employers and government representatives. 
He will need to call on:all his skills as aone- 
time union negotiator. He may also need to 
reduce the amount government takes from 
the coal industry. At present, 35% of the in- 
dustry’s earnings go into the government's 
coffers. The industry wants to trim that, and 
miners’ perks, by a fifth. At stake is a na- 
tional miners’ strike, postponed by the 
unions until after the talks. If it goes ahead, 
Australia’s low-cost rivals will be cheering. 


COCOM tules to sell milling equipment to 
Russia. Together with Norwegian software, 
this equipment was used to make quieter 
submarine propellers for the Soviet navy. 


Few Americans have yet noticed the 
revelation of yet another industrial espio- 
nage scandal in Japan. A Japanese engineer 
is accused of selling information on aircraft 
autopilot systems to KGB agents. Even fewer 
have noticed that the Japanese govern- 
ment’s efforts to tighten the scope and ob- 
servance of COCOM rules has run foul-of do- 
mestic politics—opposition members of 
parliament are trying to block the necessary 
legislation unless the government drops 
plans to abolish tax-free savings accounts 
for small savers. And-a Japanese newspaper 
has criticised the three-day visit Mr Hajime 
Tamura, Japan’ er of international! 

































































Aoi says ouch 


trade and industry, to Washingto 
apologise for Japan's laxness ‘id le 
Toshiba make the CocoM-busting € 
to the Soviet Union in the first place 

Toshiba’s own apology, compi 
full-page advertisement placed in mo 
50 American newspapers and magas 
viewed in Japan with much sympathy 
Japanese businessmen still feel char] 
is being made a scapegoat for the ge 
poor state of trade relations betw 
and the United States. The compa: 
hired Mr Leonard Garment, one of 
ington’s top lawyers, to make its. case, 
will have a hard job on Capitol Hill. 
reason is simple. Japanese and Am 
view Toshiba's actions since the revelatio 
in different ways. 

In Japan, the resignations earlier 
month of Mr Shoichi Saba as chairm: 
Toshiba and Mr Sugiichiro Watari 
act of great contrition. The view ist 
could not have done anything else 
ritual suicide, and the advertiser d 
indeed, spell out that “for the Japanese bus 
ness world, this is the highest form o 
apology.” 

To American congressmen, sare 6 
whom smashed Toshiba producte ¢ 
steps of the Capitol, the apologies 
guilt. So punishment should follow. Te 
dismay of Mr Joichi Aoi, the company’ 
president, Congress is therefore likely 16, 
troduce a ban on imports of Toshiba yog 
Some 10% of the group’s sales (on a ce 
dated basis} are made in the United ‘ 
The ban could have the effect of tur 
Toshiba’s ¥42 billion consolidated i 
profit on sales of ¥2.5 trillion in the-ve 
the end of March into a ¥5 billion. je: 
the current year. The Congressional 
tion, when completed, may well & 






































URN on a television set inJapan and 
“before you know:it you are watching 
“yet another cigarette advertisment. Ja- 
an reduced its tobacco import tariffs in 
‘April, opening the way for an invasion of 
‘(mostly American) imported cigarettes 
‘and a cigarette advertising war. Some of 
the American tobacco companies stand 
accused of fighting dirty. 
Japan has only a voluntary code to 
ontrol cigarette advertising on televi- 
ion. It was drawn up three years ago. It 
$ meant to keep cigarette advertise- 
ents off the screen before 8.45 pm dur- 
ng the week and at evening prime time 
the weekend; and not to encourage 
hildren to smoke (though many do, it is 
legal for minors to smoke in Japan). 
‘There. are few restrictions. otherwise on 
‘the content of advertisements. 

~The snag is that it was drawn up by 
-the:tobacco industry, through its trade 
association, the Japan Tobacco Institute. 
And its.rules apply only to the institute’s 
yembers: Japan. Tobacco, the deregu- 
ated reincarnation of the old state mo- 
opoly; three tobacco multinationals, 
ilip-Morris, Reynolds and Brown & 




























































Williamson; and TEI, a British company. 
There are no penalties for breaking the 
code; nor are non-members of the insti- 
tute bound by it. 

The five commercial channels carry 
around 90 cigarette advertisements a 
day, two-thirds of them for American 
brands. That is five times the number be- 
fore liberalisation. Few of those are 
screened during the hours approved un- 
der the code. Some show up during chil- 
dren’s programmes; others during fea- 
ture films and televised baseball matches 
that attract large teenage audiences. 
Antismoking groups in Japan, where 
one in seven of the more than 175,000 
cancer deaths a year is caused by lung 
cancer, are alarmed and. angry. 

The code is being flouted because the 
market is proving so tempting to the to- 
bacco companies. Japan’s 32m smokers 
wheeze their way through 300 billion cig- 
arettes a year. Last year, the market was 
worth ¥3.3 trillion ($19.6 billion). In 
March this year, foreign cigarettes had 
4% of the Japanese market. With 
liberalisation, their share has already in- 
creased to more than 9%. 































è contracts, but it is unlikely that 
hiba will get any star wars money for a 


t the Japanese should’ not assume 
‘the American reaction is quite as clear 
it seems. There are reports in Japan 
he Pentagon; which was negotiating to 
iba lap-top computers, has appar- 
suggested tothe company that it set up 
roduction in America for the ma- 
t is banned from exporting. 
or is American policy on the general 
of technology transfer particularly 
r Richard Perle, the hardliner who 
signed from the Department of 
e, where he looked. after (among 

Ise) the: COCOM rules, is using the 
to argue that in seeking to punish 
a, Congress may have encouraged 
reaches of the rules. He notes that 
de bill being prepared.for passage 
gh Congress this summer. will almost 
nly decontrol the export of much-pro- 
nology. to. American's allies. 
hat case, asks Mr Perle, does Con- 
intend to.ensure that American tech- 
‘is not re-exported to the Soviet 
‘If Americans can be forgiven for 
derstanding the nuances of Japanese 
trition, the Japanese can justifiably won- 
whether America’s policymaking is co- 


































Spanish utilities 


Still fused 


MADRID 


PAIN’S privately-owned power compa- 
nies are in a mess, Since Fuerzas 
Electricas de Cataluna (FECSA) stumbled in 
February under the burden of its bank debt, 
the Spanish government has searched for a 
solution to the industry’s problems. It is un- 
likely to find one until it replaces the 
present ad hoc system of tariff agreements 
with a system which grants increases semi- 
automatically each year and which allows 
the companies to plan ahead. 

Spain is more dependent than most Eu- 
ropean countries on the private sector for 
its power. Three-quarters of the country’s 
electricity is generated, and about 95% of it 
is distributed, by private companies. Six of 
the country’s 20 biggest companies are elec- 
trical utilities. Since the government en- 
couraged them to match demand more 
closely with capacity, most have stamped on 
inefficiencies and some, with the help of cre- 
ative accounting, are now profitable.. 

Even so, their problems are far from 
over. Fearful of the effects on inflation, the 
government has pegged tariff increases to a 
touch’ over 4% this year. On the under- 


standing that tariffs on new plants. would 


ities have managed to maintain their divi 
dends by “deferring” unrecovered costs. 
On operating revenues of Ptas59 billion at 
the end of 1986, the ten biggest companies 
had deferred costs of around Ptas87 billion. 


Undaunted, they have continued to | 
borrow from their banks—partly to pay the , 
interest on the money they borrowed to” 


cover the Pras? trillion cost of switching out 
of oil-fired power stations after the opEC-led 
oil price increases of the 1970s; partly to fi- 
nance new investment on new plant of 
Ptas450 billion in 1986 and of about 
Pras400 billion this year. Small wonder, 
then, that at the end of 1985, the companies 
owed Pras4.1 trillion—almost twice their 
collective capital and reserves. 

To restore confidence in the wake of 
FECSA’s collapse, the government is search- 
ing for a legal framework for rate-setting to 


put the utilities’ finances on a sounder foot- 
ing. Three points matter most in the discus- 


sions now under way. First, which costs may 
be recaptured through tariff increases and 
how quickly?’ Agreement on this may be 
reached by the. end of July, Second, the. 
method used to account for deferred costs. 
The government is likely to give a formal 
commitment that investment costs can be 
recovered over the life of new plant, bur to 
insist that deferred costs be written off with- 
in five years of a plant being commissioned. 
A third point—whether to: narrow the 10- 
25% gap between approved tariffs and the 
market rates needed to meet required rates, 
of return on capital—has yet to be tackled. 
Likely to remain unsolved for the mo- 
ment, too, is the moratorium that the gov- 
ernmént placed in 1984 on the building of 
new nuclear reactors. This is expected to be » 


extended for at least another year from Jan-: 


uary 1988. The companies are unlikely to 


have to continue for much longer paying 
out for plants mothballed in 1984. By 1994, 







Overpowered 
Spanish electricity: 


net consumption (MWh) 






















production (MWh) 



















ill need another thousand mega- 
| watts of power. The government must pro- 
~~ duce a new energy plan in 1989. This will 
‘have to choose between unpopular nuclear 
reactors and (possibly imported?) coal. 





Allan Ng 


: Stumbling star 













recently, Mr Allan Ng Poh 
, a 46-year-old Singaporean en- 






eneur 
join the ranks of self-made Asian tycoons. 
nuary, he took effective control of 








rs’ eyes: the company, renamed First Cap- 
~ al Corporation, bought three, prime 
 uildings in Singapore and its share price 
«tripled to over S$2.40 ($1.10). With his 
_ other interests in stockbroking and invest- 
_ Ment management, Mr Ng was fast building 
a property and finance empire. 
Its construction is now at a standstill: 
the commercial affairs department of Singa- 
_ pore’s Ministry of Finance is investigating 
Mr Ng's private investment company, First 
City. Holdings, together with Standard 
> Chartered Bank and Monsia Investments, 


lowed, Mr Ng could do no wrong in inves- 
en 














dealings that brought Mr Ng to Sealion, 
+ With masterly bad timing, news of the inves- 
© tigation came less than two weeks after First 
* Capital announced plans to raise $$160m 
from the market to finance its expansion, 
. including the purchase this month. for 
 $$101m of the Promenade office-and-shops 
complex on Singapore's fashionable Or- 

Road. 


~ The reasons for the investigation are far 













Mr Enrique Zobel, a Filipino businessman. 
He sold out to Duta Yap in 1983. When 
Duta Yap last year defaulted on his loan re- 
«payments, his holding went to his creditor, 
Standard Chartered, which ended up own- 

ing almost half of Sealion—a company 


mcy hotel. 


< cof United Overseas Bank (one of Singa- 
-“pore’s four biggest banks) and a man re- 
spected in the city state’s close-knit financial 
community. Mr Ng's First City Holdings 
bought half of Standard Chartered’s stake 
in Sealion for 71 Singapore cents a share. 
This brought Mr Ng just under 24% of 
Sealion—enough to give him management 
control since Standard Chartered was his 
ally. And it proved a smart piece of banking 
by Standard Chartered: when the bank sold 
_ off its remaining holding on July 14th, it re- 








, Was comfortably on course to` 


lion Hotels, a company lurching towards 
bankruptcy. In the. six months that fol- 


” from clear. Sealion used to be controlled by . 


hose only asset was Singapore’s Hyatt Re- - 


-< Enter Mr Ng, a former deputy chairman ~ 





re y, then, the fuss? 





ceived 


“Perhaps because Standard Chartered is said 


to have accepted Mr Ne’s price for Sealion 
shfres instead of a rival offer which was 4 
cents higher. 

The betting is that Mr Ng has little to 
hide. He was a business partner until late 
last year of Tan Sri Khoo Teck Puat, who is 
now accused by the Brunei government of 
involvement in banking frauds amounting 
to around $600m—but none of the scandal 
has so. far touched Mr Ng. His: business 
strategy is viewed as a mixture of the sound 
and the inspired. He-has picked: his: mo- 
ments in a stagnant property market'to in- 
vest in good quality buildings in time for the 
now almost certain economic recovery; his 


First City. Holdings has combined with ` 


Standard Chartered to form First Stanchart 


‘Securities, a stockbroking firm; and he has 


committed American International. Assur- 
ance to share his future by selling it an 8% 
stake in his investment company. 





American health care 


Doctor in the 
house 


NEW YORK 


HE rising cost of American health care 

is forcing patients to treat themselves. 
Those who are being discharged from hospi- 
tal quicker and sicker are becoming the cus- 
tomers of a fast-expanding: industry that 
supplies.the helpers and hardware needed 
for invalids to cope at home. The amount 
spent on sophisticated home medicines and 
services in: America is put at $16 billion this 
year, up from about $10 billion in 1983. 
Frost & Sullivan, a New York firm of mar- 
ket researchers, thinks demand could dou- 
ble by 1993. 

Patients in America will, for instance, 
this year spend around $1.1 billion on respi- 
rators.for use in their homes, $350m.on di- 
alysis machinery, $550m on infusions ‘and 






















































$190m on wheelchairs. Small wo 
home health care costs on averagea< 
that for equivalent treatment in he 
Except for those with ample insur 
cover, the temptation to save money” 
home treatment is growing. 

About half of all emplovees carrying 
vate-health insurance in America are 4 
covered for some sort of home medical ¢ 
Around 7,000 organisations provide 
care at home of one sort or another. So 
have done it for decades. Upjohn, an 
the biggest such firms, and Medical Per 
nel Pool both specialise in providing r 
ing care, which accounts for about half 
industry s turnover. The purchase o! 
20th by Lifetime of Quality Care for $ 
from Britain’s Grand Metropolitan ma 
Lifetime one of the biggest nursing agene 
in. America. a 

Below these market leaders are lor 
small companies that have grown up i 
past few years. Caremark, a Califo 
firm, was set up in 1979 to sell such thini 
infusion solutions, fluids containing 
antibiotics, painkillers and ar 
drugs that are fed into the bady:: 
nously. Infusion solutions are now t 
est-growing sector of the market, | 
standing start, Caremark made sale 
year of nearly $170m—one reason 
being acquired by Baxter Travenol, 
will become the largest supplier by 
fusions in America. 

The biggest savings are being’ 
the treatment at home of children. 
billion is spent each year on infary 
at home in the United States. Extr 
up in 1984 to supply paediatric care, 
this to double by 1992. A controvérsia 
vey by the University of Pennsyl 
School of Nursing indicates that chil 
with very low birth weights but no othe: 
rious ailments treated at home are lik 
turn out just as healthy as those that 
looked after in hospital. The cifferenc 
that the cost of caring for them at hom 
half that of equivalent care in hospital 

Some of the fastest-growing comi 
are those that supply a panoply of medic: 
equipment. Markka Healthcare Centre wa 
set up nearly two years ago in Atlanta w 
the help of a venture capital fund to provid 
one-stop medical shopping. It supplies «< 
erything from bandages and wheelchairs 
drugs and oxygen tents. A selling poi 
that the company will even process 
work on behalf of customers ch 
through insurance. 

New technology is allowing patients 
be monitored at home even for serious. 
ments. Doctors already routinely checi 
tients’ heart pacemakers by telephon 
of home kits to rest for such things-a 
ity or cancer of the colon are rising: G 
for defibrillating dicky hearts through 
electric shock) are becoming available. 






























































TIS as hard to keep Deutsche 
L Bank down as to discover its true 
wealth. The bank was founded in 
Berlin in 1870 to finance Germany’s 
fast-expanding industry and foreign 
rade. It lost most of its assets after 
the second world war and was split 
up by the occupying powers. The 
bank was re-united in Frankfurt in 
1957 and was immediately busy 
building a domestic branch network 
to cope with a surge in business dur- 
ng the West German “economic 
iracle” years. It was slower at re- 
ding its foreign presence because 
was nervous that it would meet re- 
tance, even hostiliry, abroad as a 
sequence of lingering hatred 
against the Germans after the war. 

When the bank did venture out- 
le West Germany, it usually did so 
‘collaboration. with non-German 
s: Other big West German 
anks were as cautious, but Deutsche 
s easily outstripped them. It has 
sted through the past few years 
ith firm profits and regular 
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aan group operating profit. 
s; like other German banks, Deut- 
will officially disclose only its 

il" -operating profit—which 
udes the often-hefty profits from 
-account trading in securities 
reign exchange. The bank’s 
nrofit is, more or less, what it 
jooses to put on the final line of its 


tis is:allowed under German ac- 
ing rules; although it makes for 
analyst's nightmare. However, it 
reliably. reckoned that the 
rall group, operating profit of the 
exceeded DM5 billion ($2.3 bil- 
} in 1986. That is more than the 
ined estimated operating prof- 
of Dresdner Bank and 
smmerzbank, the other two big 
rman private-sector banks. 
tal loan-loss reserves are not 
sed either. But Deutsche has 
d away enough money to cover 
y two-thirds of its loans to 
loping countries: Its consoli- 




















ore than DM10 billion. This is a 
ick cushion against future dificul- 
s and ir is che envy of many big 
American banks. 

Even the figures. which are made 
ublic still underline- Deutsche 













eutsche makes its mark 


While Deutsche Bank expands abroad, at home its power as a do- 
everything banker, adviser and part-owner of huge chunks of 
West German industry is under attack 


Bank’s premier position in Germany. 
From the two crystal towers of its 
Frankfurt headquarters (known as 
“credit” and “debit’), Deutsche 
serves 6.6m customers with 50,000 
employees at 1,410 branches, 65 of 
them outside West Germany. The 
bank’s total assets in 1986 were 
DM257.2 billion (compared with the 
DM196.8 billion of the Dresdner 
Bank) and it had a hoard of cheap 
funds—DM24.5 billion on deposit 
from thrifty German savers. 

Deutsche also holds stakes, direct 
and indirect, in some of Germany’s 
biggest companies (see table), and 
members of its management board 
sit on the supervisory boards of doz- 
ens of other companies. What are 
these holdings worth? The bank 
gives the 1986 book value of its “sub- 
sidiaries, affiliated companies and 
trade investments” as DM6.5 bil- 
lion—but the market value of its 
most prized stake (just over 28% of 
Daimler-Benz, West Germany's pros- 
perous and diversifying carmaker) is 
alone worth roughly double that. 

The Depotstimmrecht also adds 
to the power of Deutsche. This is a 
system through which West German 
banks vote at company annual meet- 
ings on behalf of customers who, in 
the German tradition of letting the 
bank handle just about every detail 
of their financial affairs, deposit their 
shares with them. Yet, despite being 
the biggest fish in its prosperous do- 
mestic pond, Deutsche still ranks 
only 14th internationally in terms of 
its assets (see chart). 
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its home market by, for instance; 


The biggest banks By assets, 1986 


‘Deutsche Bank has tried to 


e every drop of business out of 


combining a savings plan with insur- 
ance and recently with a push into 
building finance. But West Germa 
ny's capital market has long been 
small and timid, although it is now 
getting bigger and livelier. The retail 
banking business is also over 
crowded (with 4,700 banks operating 
nearly 40,000 branches). Too many 
banks are competing to serve a Ger- 
man population which is shrinking 
because of the country’s extraordi- 
narily low birthrate. Really big 
growth has to come from abroad. 


Adventures abroad 


Deutsche Bank has expanded its for- 
eign operations, both in commercial 
banking and in investment banking 
(ie, securities trading and portfolio 
management). It plans to expand fur- 
ther in: 
è Commercial banking, In De- 
cember 1986, Deutsche Bank made 
its biggest foreign investment, so far. 
It bought the Banca d'America e 
d'Italia from the troubled Bank of 
America for about $600m. This gave 
Deutsche access to the Italian retail 
banking market, through one of Ita- 
ly's most profitable banks, with 
3,000 employees and about ‘100 
branches. More expansion in Europe 
is planned. Deutsche reckons that a 
single, unified EEC financial market 
will come along, although it might be 
later than the Community’s official 
target date of 1992. 

Where will Deutsche look to ex- 
pand in Europe next? Its rule of 


- thumb is to seek majority stakes, but 


not to attack a market in a country 
already dominated by a small group 
of about four domestic banks. That 
could exclude countries like Belgium, 
Britain and France. Spain, though, 
would be a likely candidate. 

Further afield, Deutsche also last 
year acquired full control of the for- 
met European Asian Bank 
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Deutsche’s credit and debit 




































(Eurasbank), which it renamed Deut- 
sche Bank (Asia). That provided. 77 
more branches in 12 Asian cow 

tries, in addition to Deutsche’s exist 
ing network in the region. Deutsche 
had founded the Eurasbank in 1972 
with members of aconsortium, Euro- 


‘pean Banks International. It bought 


out its partners, one by one. 

@ Investment banking. Here, 
Deutsche’s efforts are directed at the 
world’s leading capital markets: To- 
kyo, New York and London. Its To- 
kyo capital‘markets branch began 
operations dast year, trading in Japa- 
nese and foreign securities. Teohni- 
cally, the Tokyo branch is an of- 
shoot. of Deutsche’s Hongkong 
capital-markets operation and only 
half-owned, to comply with Japanese 
rules. It is, however, the core of Deut- * 
sche Bank's Asian network, which 
extends. to Singapore and Australia. 
To raise its profile in the. region, 








Deutsche Bank will have its shares 
listed on the Tokyo stock exchange 
in November. 


The New York investment-ban 
ing arm, Deutsche Bank Cap 
Corporation, began under another: 
name with Swiss partners, which 
were later bought out. Deutsche is 
the biggest market-maker in German, 
shares in America (an under-devel- 
oped market, admittedly, because 
opaque German accounting worries 
American investors) and scoops up 
American. pension-fund money for 
international... investment. It has 
more than $i billion under manage- 
ment. More corporate finance, in- 
cluding megen and acquisitions 
business, will be the next steps. Deut- 
sche also wants to‘enter the Ameri- 
can Treasury bond market, either by 
buying into an existing primary deal- 
ership or by building up its own ca- 
pacity (more likely). 

In London; it. set up Deutsche. 
Bank- Capital Markets in 1985 and 
moved its non-D-mark Eurobond 







Deutsche Bank’s main company holdings* 


Company 


Direct holdings ‘ 


Bergmann-Elektricitéts-Werke 


Business 


Holding company 
Vehicles, electricals & aerospace 


Shipping 
Shipping and tourism 
Building 


Source: Company report "Oat least 25% in 1986 


furt financial establishment and 
prodded Germany's central bank, 
the Bundesbank, into giving its capi- 
tal market a facelift. For several 
years, Deutsche has figured among 
“æ top lead-managers of Eurobond 

id note issues, pipped only by the 
London-based joint venture, Credit 
Suisse First Boston and, lately, by the 
top Japanese securities firms. 

Despite that, Deutsche is meek 
about its investment-banking skills, 
especially in mergers and acqui- 
sitions business. So it also bought a 
4.9% stake in Morgan Grenfell, an 
accident-prone British merchant 
bank, saying it wanted to learn more 
about oe ln sn 
banking. Some people scoffed at that 
explanation, but it was true. 

eLess ostentatious are Deutsche's 
Geneva and Zurich operations, ca- 
tering for clients who want a bank 
combining Swiss discretion with 
* Deutsche’s links in international 
centres. The published figures do not 
tell much, but Deutsche Bank's Swiss 
Operation is getting a steady flow of 


new customers—maybe one reason 


that Swiss banks are countering by 
g up shop in Frankfurt. 
Deutsche Bank’s expansion has 
not always been smooth. For exam- 
ple, before Deutsche gained full con- 
trol of the Eurasbank it had to pro- 
vide—with. the help of its other 
‘or heavy losses from 
bad loans, particuarly industrial and 
property loans in Taiwan, Hongkong 
and Singapore. The London capital- 
markets operation also had teething 
. problems. There were internal 
squabbles and some of Deutsche’s 
Euromarket stars stumped off in a 


huff. This was a sign of a deeper 


problem facing the bank. 

Until a few years ago, investment 
banking at Deutsche did not have 
the weight and prestige of the com- 
mercial-banking side. Swaps, float- 
ing-rate notes and the other para- 

ia of the international capital 
markets were treated with suspi- 
cion—certainly by the Bundesbank, 
which banned them in domestic Ger- 
man markets until 1985. 

Much has changed. Investment- 
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banking activities are reckoned to 
have contributed about 40% of over- 
all profits last year, and in some 
months more than half. But a long 
debate within the bank, over several 
years, about whether to set up shop 
in London and if so when, alienated 
some of the bank's more impatient 
spirits. Its critics reckoned this 
showed a lack of flair and an inability 
to react quickly, blaming it on the 
bank's collegiate management style. 


First among equals 

Like some other West German 
banks, Deutsche's management 
board does not have a chief execu- 
tive. It follows a principle of collec- 
tive leadership, in which one mem- 
ber of the board may be appointed as 
its “spokesman”. Deutsche Bank 
takes equality further. It has two 
managing-board spokesmen: Mr 
Friedrich Wilhelm Christians and 
Mr Alfred Herrhausen. They are 
not, however, even identified as such 
in the bank’s annual report. This 
pie acts 10 full board members 
alphabetically. 


Each member of the board (aver- 
age salary, DM1.4m) also has respon- 
sibility for an area of domestic busi- 
ness in addition to any international 
role. This is supposed to keep their 


feet on the ground. Although board- 
toom discussions are reputedly forth- 
tight, decisions must be taken unani- 
mously or not at all. It was not always 
like that. 

When the bank was built up after 
the second world war, there was just 
one figure visibly at the helm: Mr 
Hermann Josef Abs, a man of im- 
placable will and the mild appear- 
ance of a country squire, who 
stepped down in 1967. At the age of 
85, he remains honorary president. 
Two spokesmen were chosen to sùc- 
ceed Mr Abs and (apart from a short 
period) two board members have 
continued to be appointed to the 
job. But will the arrangement last? 

Mr Christians, aged 65, retires 
next year. He is an equity-market ex- 
pert and has been co-spokesman 
since 1976, The managing board will 
decide who among them will replace 
him. There are a number of hopefuls 
for the job. The front runners are: 
Mr Werner Blessing, aged 56, whose 
responsibilities include Latin Amer- 
ica; Mr Ulrich Weiss, aged 51, re- 
sponsible for the bank's internal 
organisation and its data-processing; 
and Mr Herbert Zapp, aged 59, who 
is in charge of company customers, 
venture capital—and the modern-art 
displays which adorn the bank's 
headquarters. A dark horse is Mr 
Hilmar Kopper, aged 52, responsible 
for Europe, including Comecon. He 
pulled off the Banca d'America e 
d'Italia purchase (after first deciding 
against it). 

The board could, however, decide 
to let 57-year-old Mr Herrhausen 
continue on his own. He joined the 
bank from the vew energy company 
in 1970 and became co-spokesman in 
1985. Mr Herrhausen has many con- 
tacts in West Germany, including a 
good line to Mr Helmut Kohl, the 
West German chancellor. He might 
need them. Although some people, 
inside and outside the bank, reckon 
Deutsche could benefit again with 
one man at the top, he would draw 


` 


Herthousen: alone at the top? 


more fire from the bank's critics. 

Mr Herrhausen is also chairman 
of the supervisory board of Daimler- 
Benz, West Germany's biggest com- 
pany in terms of sales, which has 
diversified away from being a car and 
lorry manufacturer into electronies 
and aerospace. Having the top job at 
Deutsche, as well as the post at 
Daimler-Benz, would mean a Con 
centration of power in the hands of 
One man not seen since the days of 
Mr Abs (who had posts on more 
than 20 supervisory boards). It would 
bring more pressure—not only from 
West Germany's political left—for 
new laws to curb what is sometimes — 
called “the power of the banks”, or 
more particularly, the power of Deut 
sche Bank. s 

Deutsche has already been chided 
for the way it has used its influence at 
Daimler-Benz. On July 13th, Mr 
Werner Breitschwerdt, the chief ex- 
ecutive of Daimler-Benz, 
months of speculation about his fue 
ture when it was announced that he 
would prematurely give up his job. Ir 
was thanks to Deursche's casting 
vote in 1983 thar Mr Breitschwerdt 
got his job, despite opposition from 
representatives of the labour force 
on the supervisory board. After Mr 
Herrhausen became Deutsche's co- 
spokesman in 1985, the bank ap 
peared to change its mind abour Mr 
Breitschwerdr. 

Friction like that fuels the debate 
in West Germany over the influence 
of its banks. Some people argue that 
Deutsche Bank has plenty of interna- 
tional banking challenges to face 
without continuing to play nanny to 
German industry. If the bank were to 
be bold, it could deflate its critics by 
reducing its stake in Daimler-Benz, 
giving up the chairmanship of its su- 
pervisory board, and a few others 
elsewhere. Some of Deursche's board 
members even argue that their super- 
visory-board work is a burden they 
could well do without. 
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FINANCE 


: -This is the age of the option 


AST OCKMARKET used to be the place 
where it was easiest to buy and sell 
shares. An option used to be an obscure 
concoction, understood—and used—only 
by connoisseurs. Both are no longer true for 
some of the world’s most popular shares. 
The rise of the option is providing a new 
opportunity for investors and new profits 
‘or securities houses. Even corporate raiders 
ire keeping their options open. 

Simply, options are contracts for the 
right to buy or sell a share at a pre- 
fixed “strike” price during a given pe- 
riod. In America, the leading options 
market, the Chicago Board and Op- 
tions Exchange (CBOE), often trades 
more of a stock in the form of options 
than the New York stockmarket does. 
In June, for example, the options ex- 
change traded an average of over 
40,000 contracts on IBM shares a day. 
Since each contract is for 100 shares, 
that represents 4m shares; on a good 
day, the New York Stock Exchange 
might trade 2m IBM shares. 

In Holland, the figures are as dra- 
matic. In June, the most popular stock 
option on Amsterdam's European 
Options Exchange, for the Dutch 
chemicals company Akzo, traded 
138,000 contracts worth 100 shares 
each. The stock exchange traded 
fewer than 8m Akzo shares—slightly 
over half the options volume. In Brit- 
ain, the options market was chuffed 
when, in June, it traded the equiva- 
lent of two-thirds of the stock- 
market's 41 5m-share turnover in Brit- 
ish Gas. Down Under, options in 
Australian blue-chip shares, such as 
BHP, trade at least as actively as the underly- 
ing equities. In Sweden, the options market 
routinely trades the equivalent of 14 times 
the underlying equities traded on the coun- 
try’s stockmarket. 

Other countries are catching the op- 
tions bug. Later this summer, the Paris 
Bourse will start trading options on leading 
French shares. Switzerland plans to open an 
automated options exchange next spring. 
Even the Sao Paulo Stock Exchange is 
contemplating listing options on Brazilian 
shares. 

Investors, both institutional and indi- 
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vidual, are coming to like options because 
they are cheaper to buy—and more flexible 
once bought—than shares. Options come in 
two forms: “calls” which give the holder the 
right to buy a share, and “puts” which allow 
the holder to sell. Both usually. have a life of 
three months. Options prices are, theoreti- 
cally, based on the past volatility in the price 
of the underlying stock and the time left be- 
fore the option expires. Prices are then mod- 
ified by movements in the price of the un- 





Methinks ’tis time for a put 


derlying share. 

Options were originally a cheap and, 
more significantly, a geared way to play the 
stockmarket. If, instead of buying shares, an 
investor bought options on 1,000 shares he 
would probably put up no more than 5-10% 
of the cost of the shares. Yet for every 10% 
the share price rose, his options might dou- 
ble in price. Individual investors are still the 
driving forces behind the European Options 
Exchange in Amsterdam and America’s sec- 
ond biggest stock-options exchange, the 
American Stock Exchange. On the London 
exchange, the CBOE and in Australia, institu- 


tional investors, such as pension funds, have 
become the main users of options 

They use options to protect and profit 
from their equity holdings. If an investor 
buys a share at $50 he only wins if the share 
price rises, and risks the price falling. Imag- 
ine he buys the share, and “writes” (ie, issues 
and sells) call options with a strike price of 
$60. That gives him the option’s premium, 
or price. He can then reduce his risk by buy- 
ing a put option at a strike price of $40. Ifthe 
share’s trend is upward, the put premium he 
has paid will be less than the call premium 
he has pocketed. If the trend switches and he 
has to sell out, that profit will cushion the 
blow. 

All this, buying and selling costs money; 
it only really becomes viable once options 
markets have the liquidity to produce nar- 
row spreads between the buy and sell 
prices for options. Around the world, 
options markets seem to be develop- 
ing that liquidity. Traders in London 
claim that their market can now cope 
with orders of 500 to 1,000 contracts 
(500,000 to Im shares) without blink- 
ing. Mr Geoffrey Chamberlain, chair- 
man of the London stockmarket’s op- 
tions committee, points out that from 
the market's foundation in April 
1978 until the end of 1986 the total 
trade in options amounted to 10m 
contracts; of that, over 50% was done 
in 1986. So far this year, the exchange 
has traded more than Im contracts a 
month. 

This has produced spectacular 
profits for the big options market- 
makers such as Smith New Court. It 
has also infuriated brokers (who buy 
and sell from market-makers for insti- 
tutions). They believe such a boom 
should have narrowed the spreads 
much further than it has, which 
would in turn increase liquidity. 

The brokers hope that the recent 
arrival. of specialist options market- 





iC 
{f 
i 











Traders, O'Connor and City of London 
Options, will shake up those market-makers 
which have been on the floor from the be- 
ginning. But the newcomers which are not 
market-makers in the underlying stocks, un- 


like the established ones, are at a disad- 
vantage when they come to hedge (ie, offset) 
their options positions with the equities 


themselves. They have to pay stamp duty 
(turnover tax) on all the equities they buy. 
Australian and, to a lesser extent, Brit- 
ish takeover merchants are beginning to use 
options in their bids and raids. Mr Robert 
Holmes a Court used them to make an extra 
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ars, the Baan shoe-recitting-to-book- 
aking conglomerate. As he bought up 
ock, he-sold put options, pocketing the 
remiums. Market-makers which bought 
e puts sought to cover their positions by 
ying shares in the stockmarket, thus push- 
up the share price. The same thing seems 
to be happening in the shares of another 
British retailer, Boots. 

Such trading increases the liquidity of 
the market, which in turn draws more peo- 
ple into it. Companies which once despised 
options, now see that an active option in 
their shares increases the liquidity of the un- 
derlying stock as traders play off a position 
in one against a position in the other. The 
two newest firms to list in the London 
stockmarket’s options pits, British & Com- 





British Airports Authority, due next week, 
were both eager. Other ambitious compa- 
es should follow. 





Stockmarkets 


Fallen angels 


E world’s three biggest stockmarkets 
are stumbling, worried whether infla- 
ion and interest rates are set to rise. By July 
d, Tokyo's Nikkei index had fallen al- 
ost 12.5% from the peak it reached on 
ne 17th of 25,929. By comparison, falls in 
ndon and New York look gentle. The FT 
) share index is slightly less than 5% below 


k's: Dow Jones industrial average has 
ae 2% from its high of 2,510 on July 
t 
all Street is, however, starting to fret 
i ithe fall in Japanese equities. Street 
ave long been betting that the Japa- 
ese will soon start buying American equi- 
instead of Treasury bonds) and so keep 
New York stockmarket going up. They 
a cold sweat at the thought that if To- 
's inflated stockmarket collapses, Japa- 
nvestors will pull out of all foreign in- 
ts, taking the Dow with them. 
-trendy ‘halfthought might be 
ng for two reasons. The Japanese influ- 
on the American stockmarket is mar- 
at best. So far this year, Japanese have 
ght about $6 billion worth of American 
res. That is peanuts compared with the 
| trillion worth: American institutional 
stors‘own. Bullish investors could even 
e that a fall in Tokyo might be good for 
Vall Street as Japanese i investors would shift 
m Japanese stocks into “safer” American 
ue-chip equities. 
One reason for Tokyo’s weakness could 
e that the money that was parked in Japa- 
ese equities over the past two years is find- 
va more productive home. 


















monwealth, which opened on July 22nd, and 


e high of 1,926 it set on July 16th. New. 


Now that the _ 


rates have risen, and fiscal a has become 
a bit more expansionary, money maygbe 
starting to flow out of equities into cash and 
even real assets, such as factories and build- 
ings. Another reason could simply be thar 
monetary policy has been tightened a notch 
by acentral bank worried by stock and prop- 
erty speculation. 

The reasons for London’s slump seem 
more straightforward. Since the election on 
June llth, the marker had jumped 10%. 
Economic worries made that unsustainable. 
On July 22nd, the government reported a 
deficit on visible trade of £1.16 billion ($1.9 
billion) for May, more than double that of 
April, suggesting the economy is overheat- 
ing. Now, far from cutting interest rates as 
expected, the authorities might have to raise 
them—they are already among the highest 
in Europe—to keep the economy under 
control. 

Even with some tightening of monetary 
policy by the Federal Reserve, the Dow has 
succeeded remarkably well in ignoring re- 
cent falls in America’s bond market. The 
stockmarket parted from bonds and contin- 
ued to climb because company earnings 
have been rising more than expected. 

First Boston’s Mr James Freeman has 
now come up with another argument for a 
much higher Dow. He has listed 27 lever- 
aged buy-out funds he knows about which 
this year between them will raise a chunky 
$17.5 billion to chase takeovers—and hence 
equities, 





Keeneland sales 


Whoa, boy 


ACEHORSES are just like any other in- 
vestment. There is no. such thing as a 
dead cert. This month, at the Keeneland 
sales in Lexington, Kentucky, some breeders 
had their farms and chattels up for sale, too. 
No wonder. The average price of top-class 
yearlings fell on the first day to. $337,000, 
21% down on a year ago (which was 24% 
down on 1985). The average price for all 
yearlings sired by the great Northern 
Dancer, the 24-year-old who has fathered 
the top-priced horse at the sale for ten of the 
past [1 years including this one, was just un- 
der $1m. In 1984, the figure was $3.4m. 







“In the past, f 
cause the wealthy Maktoum re mily of 
Dubai and Mr Robert Sangster, a Brit y 
businessman, bid against each other. Even. 
though this month the Maktoums. spent: 
$30m at Keeneland and Mr Sangster proba- 
bly $10m, both seem to have realised that 
expensive horsemeat does not necessarily - 
win races. In all, 21 Keeneland buys have 
gone on to be Derby winners in Europe and 
America. None of those was the costliest 
yearling at its sale. On the other handy. 
Snaafi Dancer, seen as a wonderfoal when it 
was bought for $13m, was the most expen- 
sive dud ever. It never reached the starting 
stalls, 

There are bargains around. It is-a ques- 
tion of knowing where to look. The dual 
winner of the 1987 English and Irish:2,000 
Guineas races cost $29,000 in an October 
1985 sale in Ireland. It is now worth around 
$4m at stud. The winner of the 1987 Epsom: 
Derby was bred by its owners and so co 
nothing as a yearling. Both will probably sta, 
in their home stables and earn a fortune by 
breeding. 

That is little consolation to those trou- 
bled American breeders facing receivership. 
They planned this year’s crop of yearlings in- 
1984, and sent their mares to be covered in 
1985. That was when stallion nomination 
fees (horse-talk for the price of copulation) 
were at their highest. A nomination to 
Northern Dancer then cost around $1m. At 
Keeneland this year, only four of the 13 year- 
lings sired by that stallion sold for more than 
that. Now, like some breeders, Northern 
Dancer has had enough. He has just been 


retired. ‘ 








City property 
Singing a | 
Canadiantune 4 


WEEK is a long time in property. By 

July 10th, the Canary Wharf Develop- 
ment Company, manager of the largest’ 
property development in Europe, looked 
hopelessly trapped. The consortium backing 
it was refusing to go ahead with the scheme 
to build 8.8m square feet of offices in Lon- 
don’'s docklands unless tenants would sign 
up in advance. But. potential tenants would 
not sign unless the consortium went ahead. 
Morgan Stanley and Credit Suisse First Bos- 
ton, two investment banks, pulled out of the 
consortium. — 

Within a week, Canary Wharf had been 
saved. and assumptions overturned. The 
development company has been bought for 
around £170m ($270m) by Olympia &. 
York, a-private company- controlled by the- 
Reichmann family of Canada $; 

i build the offices before 


































finding the tenants, leaving the plans virtu- 
ally unchanged. Olympia & York will also | 


contribute to the Docklands Light Railway 
linking Canary Wharf to the City of London 


_ and to other bits of infrastructure, at a com- 


bined cost of £450m.($720m). The main dif- 
ference is timing. The first stage (of 3.3m 


e square feet) is now to be built in three years, 


_ half the previous projected time. 


y This is the biggest e project so far 
for the Reichmanns, who have 24m square 
feeg of New York office space to their name. 
Itis the Reichmanns’ track record that now 
makes Canary Wharf credible. Their com- 
pany has always completed developments on 
time and its financial muscle is considerable. 
It can afford to build (the estimated cost, at 
current prices, is £3 billion) withour letting 





in advance. And it can buy up prospe 
tenants’ existing property to encan 
them to move into Canary Wharf. 7] 
Reichmanns used both these tactics wit 
8m square feet Battery Park-World Financi 
Centre development in Manhattan, w 

due to be completed in 1988. H 
Lynch can be bought our of its old b 

in New York and installed in the We 





VER since Citicorp’s surprise move in 
May, which was followed by Ameri- 
other big banks; prices on the second- 
ary market for third-world debt have 
len. Loans to the biggest Latin Ameri- 
‘borrowers—Brazil, Mexico, Argen- 
tina, Venezuela and Chile—are selling at 
a discount to face value almost as great 
again as the 25% loss which Citicorp and 
others have set reserves against. That 
means that if the loans were to be valued 
or sold at market prices, the banks’ loss 
would be twice as bad as the banks have 
` admitted to. Worse, the downward drift of 
prices shows no sign of stopping. This 
week, Brazilian debt was trading at 56 
cents for each dollar of face value, com- 
pared with 61 cents before the Citicorp 
announcement. Argentina’s debt traded 
at 47 cents; Mexico’s at 53 cents. 

Dealers cite two main reasons for this. 
First, the way more banks have been pre- 
pared to sell loans on the secondary mar- 
ket since the Citicorp announcement. 

~ That increase in the supply of paper has 
not been matched by increased '‘demand— 
hence lower prices. Second, many think 
Citicorp’s action increases the chance of 
‘more debtor countries defaulting, or at 
least not paying all of the interest due. 
| Although his $3 billion reserve may 
have shown a refreshing realism after five 
years of make-believe about debt, the mo- 
tives. of Citicorp’s chairman, Mr John 
Reed, were commercial, not charitable. 
His action persuaded Citicdrp’s least well- 
off domestic competitérs, notably Bank of 
. America, to follow’ buit, to- their own fi 
nancial embarrassment and, probable fu- 
_ Js. ture weakness. More signicang for debr, it 
valso means that the lëadiñgcreditor banks 
will henceforth be much tore reluctant to 
lend new money to the same countries 
» against which they have already set aside 
huge provisions on existing loans. 

The point is that banks will now have a 
much harder task persuading sharehold- 
ers that new loans are justified. If they fail 





he loan market laughs at Citicorp 


Pundits and equity investors alike have applauded Citicorp’s extra 
$3 billion provisions against its foreign debt. The reaction of the sec- 
ondary sovereign-debt market has been less kind 


to convince the stockmarket, their share 
prices will fall, making it harder to raise 
capital. This likely reluctance to lend 
comes after a period when the debtor 
countries have already suffered a huge 
outflow of capital. Salomon Brothers reck- 
ons that from 1983 to the end of 1987, 
there will have been a cumulative net 
drain of $140 billion out of the most 
heavily indebted countries. If the carrot of 
new money is taken away, debtors have 
even less reason not to default. Indeed, 
many countries are already defaulting, in 
practice, including Brazil, which has not 
paid interest to commercial banks since 
declaring a moratorium in February, as 
well as Bolivia, Peru and Ecuador. 

The extra attention Citicorp has 
brought to the secondary-debt market has 
also produced a new twist. The more des- 
perate a debtor country becomes, the 
more it will make sense to its government 
to drive down the secondary-market price 
of its loans by making scary statements. At 
some point, say 20 cents or an 80% dis- 
count to face value or below, it will then 
become tempting for the same govern- 


Value of loans by ten big- US banks’ 
te Argentina, Brazil, Chile, Mexico, Venezuela 


Total loans outstand $on 





ment.to turn conciliatory by agreeing ¢ 
buy in the debt at marker prices and then 
to retire it. That at least could be por 
trayed asa “free market” solution. 
This is just what Bolivia agreed:ta 
on July 10th, when it said it was prepa 
to buy back its $1 billion of outstan 
commercial foreign debt. Since then: 
price of its debt has risen from 6 ¢ 
cents. With its debt trading at around 1 
cents, Peru could be another candidare f 
buy-backs—if its president, Mr Alan Gat 
cia, ever changes his speeches and e 
nomic policies. 


Cross-border junk? 

Until now, the only buyers of loan 
have been banks wishing to exchange 
country’s debt for another or acting 
debt-to-equity swappers for themselves 
multinational clients, buying in debt 
discount and then converting it in 
uity investments. How about gë 
portfolio investors buying rhirdewo 
loans as high-risk, high-yield investn 
just as they do junk bonds? 

The chief deterrent is that althe 
risks are high, yields are not—nless 
prices fall further. The price of Mexican. 
paper, for example, currently implies a 
yield of only around 152%, compared | 
with 82% on American Treasury bonds | 
and 13% on Australian government 
bonds. Moreover, the maturity of much of 
the paper is: uncertain, given the fre- 
quency of reschedulings, so it could begin: 
to look dike the perpetual floating-rate 
notes that collapsed in the Euromarkers \ 
last year. In that market, investors worried: 
their paper was illiquid. 

Other snags include the lack of adi 
quate comparative research on loan pa- 
per, looming risks of interest-rate morato-. 
riums if nor outright defaults, and every 
prospect of further falls in prices rather: 
than spectacular capital gains. Demand 
might rise if debt-to-equity conversion 
grows rapidly, but that depends on friend 
lier attitudes to foreign investment in the 
debtor countries. At the moment, the 
only plausible reason to bet on secondary 
loans is if another country follows Bolivia: 
and ‘says it will retire its own debt, creating — 
a natural buyer. Anyone who bought Bo- 
livian debt at the. bottom has double 
money in a few weeks. 














Cost of working © 
Office rents* ` 
r square foot, per. year 








Source: Richard Ellis Average for prime space “SEamates 
to Canary Wharf? 
This capacity to take property on to the 
firm’s own books increases the risk but also 
the reward. The Reichmanns have a reputa- 
on as contrarians (ie, buying when others 
selling). In 1977, they pulled off their big- 
gest. coup by buying eight buildings in New 
York for $320m with only $50m in cash, 
hose buildings are now.worth $4 billion. 
Questions remain. In the short term, 
Wharf’s new life will boost other 
kland property prices. Analysts expect 
ther docklands rents—well below City and 
lest End rates (see chart)—to increase by 
0% in the next month. The (unanswerable) 
uestion is whether rents will remain high 
nough for it to be economic in 1990, when 
he-first stage is due to be finished, and 
eyond. 
-Most City developments due to be ready 
the next 18 months have been predet. 
perties looking for tenants after then will 
ave to compete with the 3m square feet of 
ary Wharf’s first stage, equivalent to 
bout 5%.of current City office space. Some 
ent City deals need annual rents of over 
a square foot to make a profit. Space at 
ry Wharf is planned to. cost around £28 
yare foot. The main question is: how 
financial firms.are going to close down 
post-Big Bang shake-out? That could 
estimates of office demand. 

























































































































Paris Bourse 


NCH banks are preparing for Paris's 
big bang. Even before stock-exchange 
reform is law, Banque Nationale de Paris 
BNP) and Société Générale (SocGen) have 


firms: BNP intends to take:a.53.5% stake in 
Du Bouzet, one of the:snialler of Paris’s 45 
cently... privatised 





‘some 125. Other ban! 


nancial Centre, why not buy Midland Bank ` 


fir a staf of 
, including Crédir 
Lyonnais, are expected to follow ka 
eign banks and brokers are getting ready to 
pounce, too. 

The wall between banks and. brokers 
was crumbling even before the finance min- 


Ripaulr, a 





aster, Mr Edouard Balladur, proposed in 


March to demolish it altogether by 1990. 
Already banks can deal in government 
bonds; banks and brokers can both trade fi- 
nancial futures. Banks will be able to trade 
in a new options market due to open in Sep- 
tember. Although banks cannot at the mo- 
ment deal in shares directly, they pass on or- 
ders from clients for, some reckon, four- 
fifths of all shares traded in France. 

French banks want-to do financial-mar- 
ket business for the same reason as banks 
the world over: companies are losing the 
habit of borrowing. Last year, total new is- 
sues of equity, bonds and other capital-mar- 
ket paper in France reached FFr340 billion 
($55 billion). For the first time, this out- 
stripped bank credit (FFr222 billion). In any 
case, France’s big banks have securities and 






























A quiet revolution is changing the © 
French stockmarket in other ways. Over the 
Bastille Day weekend (July 14th), the out- 
moded corbeille, or dealers’ ring, was ripped 
out of the stock-exchange floor. The Bourse 
is moving from its old auction system 
(stocks traded on the exchange floor at a set 
price in a short afternoon session) to a com- 
puterised, continuously traded system like 
London's and New York’s. Shares in 73 of 
the 250-odd corapanies on the réglement 
mensuel, the Bourse’s main board, are al- 
ready quoted continuously. All are meant to 
be by the end of next year. But not every- 
thing is smooth. Trading was interrupt 
on July 15th, when stock-exchange work: 
struck for a day in protest at the loss of the 
corbeille. 
envenomed 






















Money mops mope 











made plans to buy stakes in stockbroking - l 





NTERVENTION by central banks to 
support the dollar this year has compli- 
cated the lives of,guardians of money sup- 
plies—who often live just across the corri- 
dor from the _ foreign-exchange 
department in a central bank. The sup- 
port, after all, has been enormous. Pur- 
chases of dollars by the Bank of Japan, the 
Bundesbank and the Bank of England 
boosted their combined foreign-exchange 
reserves by 50% during the first five 
months of this year (see table). America’s 
reserves, by contrast, fell by a fifth, as it 
bought dollars using foreign currency. 
When the Bank of Japan intervenes in 


the market to stop the yen rising against — 


the dollar, it buys dollars and sells yen. In 
doing so, it increases the supply of yen. 
However, the link between changes in re- 
serves and Japan’s money supply is more 
complicated. The Bank of Japan may 
choose to “sterilise” the intervention by 
selling extra government debt through 


open-market operations to the non-bank 
private sector, This mops up extra liquid- 
ity and so leaves the money supply 
unchanged. Lata aig 

Sterilised intervention is self-defeating 
because the extra sales of debt push inter- 
est rates up and so.attract more overseas 
money into yen. If intervention is to suc- 
ceed, some of it must be left unsterilised. 
In countries trying to cap their currencies, 
this means faster monetary growth; when, 
as in America, the aim is to bolster a cur-. 
rency,.it means slower. gee 

A-glance at recent monetary statist 
in the main industrial countries suggests: 
that not all the foreign-exchange interven- 
tion this year was sterilised. This, of 
course, partly explains why intervention 
succeeded in stabilising the dollar. Ameri? 
ca’s M2 measure of money has slowed from 
an annual rate of increase of 10% in the 
second half of last year to 4% this year— 
well below its target of 5.5-8.5%. This 








The money makers a PS 















Money supplies RAE IE BEG 

Target Current: o o oo 

range % rate of growth %* 

Se May 87 

United States M2 5.5-8.5 40 

M3 5.5-8.5 5.3 14.2 
Japan M2 + CDs 8 : A 
W Germany CBM 3-6 2 
Britain MO'2-6 A. 

M3 no target 18.9 


* from start of target period to May 1987 at annual tate; to June 1987 for United S 
















British Petroleum 
Fill er up 


Bee Petroleum (Bp) is sprucing itself 
up for the private investor. Alongside 
. the government’s planned £7 billion ($11 
billion) sale of its remaining 31.7% stake in 
the company this autumn, BP has popped in 
what amounts to a £1.5 billion rights issue of 
new shares. That is nothing new: Cable & 
Wireless and British Aerospace did much 
the same when they were privatised. 

This time there is a twist. The govern- 
ment has agreed to buy the new BP shares on 
a fully-paid basis, selling them on, with its 
own stake, to punters for payment by instal- 
ment. In effect, the government is acting as 
principal in a £1.5 billion “bought deal”, the 
technique by which one investment bank 
buys a whole new security issue ata set price 

or onward sale at its own risk. But with a 
lifference—the new BP shares will be fully 
underwritten by institutions, for a fee. 

The government is happy with the ar- 
rangements, It will get the extra shares at a 





partly reflects the drop in its reserves. 

The faster monetary growth in Japan, 
West Germany and Britain is to some ex- 
tent America’s mirror image, reflecting 
the intervention-induced rise in those 
countries’ reserves. The growth in Japan’s 
bread measure of money, M2 plus CDs, has 
accelerated from around 82% in 1986 to 
an annual rate of more than 10% this 

year. West Germany's central-bank 
money is growing at an annual rate of 
7.9%, well above its target of 3-6%. 

Central banks may tolerate higher 
monetary growth initially, rather than 
fully sterilising it, in the hope of reversing 

e of the intervention later in the year. 

r example, Britain’s foreign-exchange 
reserves leapt by $9 billion in the three 
months to May as the government strug- 
gled to hold sterling down, but after the 
June general election intervention 
switched round, with the Bank of England 
having to support sterling instead. This al- 
lowed it to unwind some of its earlier op- 
erations and to reduce the amount of gilts 
it has to sell. 

The difficulties of policymakers in the 
big industrial countries are tiny compared 
with those of the Taiwanese central bank. 
Taiwan's foreign-exchange reserves have 
risen by 150% since December 1985 to 
around $60 billion. Despite a massive 
sterilisation operation carried out by the 
central bank, its broad money supply has 
risen by more than 50% during the past 
12 months. That must make the 
“Guinness Book of Records” for missing a 
target: it was set at 15-20%. 
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ount, which will probably give it profits 
bly enough to cover the financing costs— 
pyncipally some £100m of lost interest— of 
the whole deal. It avoids the possible embar- 
rassment of seeing BP launch a big rights is- 
sue in the run up to its privatisation or, 
worse, having to explain a rights issue 
shortly after the privatisation. 

The deal will also help the government 
limit the probable overshoot on its £5 bil- 
lion privatisation target for the 1987-88 fi- 
nancial year, because it will pay for the whole 
of the £1.5 billion rights issue out of the pro- 
ceeds of the first instalment on the share 
sale. That will have the effect of transferring 
all but £500m-or-so of the government's re- 
ceipts from the issue into future years. 

BP is happier still. It gets a rights issue at 
a smaller discount than would usually be 
possible—although final investors will not 
be displeased because they pay in instal- 
ments rather than in full. It will also cut a 
welcome ten percentage points from its 
debt-to-equity ratio, currently around 42% 
thanks to its recent £7.5 billion purchase of 
the 45% of Standard Oil's shares it did not 
already own. That will leave it well above the 
18% gearing of Exxon, and the 14% gearing 
of Royal Dutch/Shell, its two big rivals. But 
it will make the company more attractive to 
potential overseas investors—a group BP is 
keen to woo. 

It also sets the company up for future ac- 
quisitions—an enticing sweetener for inves- 
tors who might otherwise have been 
tempted to think that all the action was in 
the past. Dr Armand Hammer’s Occidental 
Petroleum, amongst others, might be a good 
fit. The restructuring of BP's American oper- 
ations—which will bring together Standard 
and BP's other American interests under a 
new holding company, BP America—was 
also announced on July 21st. In time, that 


Japan’s commercial banks 





Pump priming 


too will leave the company fitter for future 
expansion. 

Are there any losers? Rights issues are 
seldom welcome news for existing shate- 
holders, although given the privatisation, 
any price-depressing effects will be well dis- 
guised. But shareholders may be forgiven for 
wondering whether they would have got a 
better deal if pp had launched its rights issue 
when it bought out Standard Oil's minority 
shareholders in May. Then the shares cost 
around 350p each. That could look cheap 
come October. 
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Working up a sweat 


TOKYO 


Japan’s city banks—its 13 national commercial banks—have long 
aimed for size rather than profits. Size has come easily with the stronger 
yen: five rank among the world’s ten largest banks by assets. Now, de- 
regulation is making them sweat profits from those assets 


APANESE banks are not thought of as 

profitable by international standards. 

Most rivals like to assume they have ex- 
panded overseas by “dumping” financial 
services at a loss and making cut-rate loans. 
And their domestic profits are supposedly 
being squeezed by falling demand for loans, 
the phasing-out of interest-rate ceilings and 
fierce competition for savings from other in- 
termediaries. Well, not exactly. In the year 
to March 31 1987, Japanese commercial 


banks’ pre-tax profit increased on average 
by 40% to rotal ¥1.6 billion ($10.3 billion). 
This was despite barely changed revenues of 
¥16 trillion. 

The squeeze is real. For three decades 
after the second world war, Japan's commer- 
cial banks had a straightforward purpose: to 
gather cheap deposits to lend to the cash- 
hungry industrial groups of which they were 
the heart. Maifistream banking was split be- 
tween short-term lending and deposit-gath- ~ 
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ights to manage pénsion funds and to 
money-management advice. The divi- 
of commercial and investment: banking 
by the American occupation pigeon- 
atters further. Protected from com- 
tition. for most personal deposits, the 
amercial banks grew big—but also fat. 
ie continuing deregulation of both 
japanese and. international financial mar- 
s has changed that. It has done so by al- 
ng more competition for deposits and 
ng corporate clients to defect to the 
robond markets, Corporate-loan- busi- 
ess has slumped. Thanks to falling interest 
ates, the average net cost-of funds for the 
big commercial banks fell from 8.29% in 
ptember 1984 to 5.99% in September 
986. Other costs have also been trimmed. 
t the e return fell too, from 8.45% 
14%. 
-The big banks have fought back. They 
we worked hard to-pinch small.and me- 
zed (b potentially more risky) com- 
‘om the regional and smaller 
s. And they have pursued more indi- 
jual customers, who ‘now account for 
f the commercial banks’ loans. The 
ke this; business because most con- 
-finance lending is still at controlled 
es, setting an effective minimum. Thanks 
rtly to this, the average interest rate on 
loans is no longer falling faster than 
m deposits. 
The commercial banks have also 
fited from Japan’s boom in share and 
‘prices. As well as giving their own 
stments a boost, this has raised the de- 
for loans with which to play the mar- 
In April, the commercial banks’ out- 
loans were 14.6% higher than a 
earlier; their property lending was 
higher, The authorities have had a 
time curbing this speculative lending 
e twisting the banks’ arms. 
i addition to putting new life into 
‘he commercial banks have got them- 
ut of their profits squeeze by diversi- 
1 two significant ways: 
wing into foreign-exchange and bond 
ng. Bond dealing alone now accounts 
t 12% of their pre-tax profits. In 
year to March, bond trading (commer- 
banks have been allowed to trade gov- 
nt bonds since 1984) generated ¥186 
n in profit, nearly twice as much as in 



























pending. nationally. More than 
he operating profits of e commercial 
ks are now made overseas. The Japanese 
mercial banks’ foreign subsidiaries are 
: to conduct most of those parts of the 
ties business that their head offices are 
ot yet allowed to do at-home. And Japa- 
banks made 8.4% of-total corporate 
in America in 















attening pies _- 
Japanese banks' profits Year to March.31 ae 


Long-term credit 
banks 


Total: 
Y298bn 


40:7% international 





















4 Trust banks 


Total: 
¥S88bn 




























































City banks 


Totat: 
¥1,580bn 


419% 










Source: Salomon Brothers 


The commercial banks’ success in trans- 
lating these moves into profits seems spec- 
tacular. At least, that is, until they are com- 
pared with Japan’s trust banks, long-term 
credit banks and securities houses—all of 
which boosted their pre-tax profit-by even 
more last year. And until worries about low 
capital ratios and high third-world exposure 
are taken into account. 


The risk factor 

For years, Japanese commercial banks have 
not needed to keep up their capital or re- 
serves and have been able to rely on 
unrealised profits from securities holdings 
to absorb any losses on bad loans. The 
banks’ capital ratios (net worth as a percent- 
age of assets) are around 3%. These are low 
by international standards, although if hid- 

den assets were incorporated at, say, 75% of 
their market value, the ratios could ap- 
proach 8-9%. The Japanese banks are being 
pressed by the Americans and the British to 
raise capital ratios and to fall into line with 
Anglo-American guidelines on risk-based 


League of giants 


agrees — 

This is one reason that Japanese banks: 
plan rights issues totalling ¥1.1 trillion in 
August and September. Those issues will 
still only raise the banks’ capital rati 
0.3-0.5 percentage points, leaving banks - 
short of the 4% target which the finance 
ministry has said they should meet by 1992. 
Raising more capital and setting more of it 
aside to boost ratios both cost money and 
hence: profits. : 

There is also a niggling worry over the 
banks’ . exposure -to developing-country 
debt. With loans of $42 billion outstanding 
to poor countries, Japanese banks are the 
second biggest lenders as a group after the 
Americans. Bank of Tokyo is the most-ex- 
posed Japanese bank, with developing- 
country loans equal to 150% of its net 
worth. The Ministry of Finance allows Japa- 
nese banks to make only a 5% provision for: 
bad debts and they can write off only 1é 
against tax. Banks want to raise both, esp 
cially the tax break. The taxman at the Fi- 
nance Ministry, ever loth-to yield a yen; is’ 
refusing, despite pressure from the central 
bank.: 

The big test for the commercial banks 
will come at home next year. Then deregula- © 
tion will take a further step, with the banks 
being allowed to underwrite more domestic 
securities, but at the price of the introduc- 
tion of acommercial- -paper market, floating- 
rate notes and shelf registration. of cogpo- 
rate bonds, all-of which could. lure moge 
companies away from bank loans, 9° 

Coping with this sort of market deregu- 
lation will be harder than dealing with inter- 
est-rate deregulation because such new busi- ° 
nesses are more vulnerable to extraneous 
influences. It requires a different sort of 
management; one that.is more accommo- 
dating to risk, But, as Japan edges towards a 
return to universal banking, if the comme 
cial banks are to take on the securi 
houses these are just the skills they will have 
to acquire. 























Japanese banks’ results, year ending March 31, 1987 


Gross Changeon  Pre-tax Change on... International Return 
revenues previous profits previous. profits on 
§bn year §bn year §bn assets 
Ye %, f % 
Dai-ichi Kangyo 2052 -1 206 + 46. “66 0.53 
Sumitomo 1922 +2 181 +5 j 0.55 
Fuji 1844 -=ł 219 + A] 0.65. 
Mitsubishi 1726 0 194 + 52 ‘0.60 © 
Sanwa 1681 —2 180 + 40 0.58 
Mitsui 1240 +5. 145 +415 0.67 
Tokai 1221 0 103 + 40 
Bank of Tokyo 1021 —9 82 + 14 
Taiyo Kobe 1013 —1 74 ct 61 
Kyowa 660 0 60 + 30 
Daiwa 634 -9 55 +6 
Saitama 568 + 
Hokkaido ; 
Takushoku 541 + 


*assets as at September 30 1986 Sources: Salomon Brothers; company reports 
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SCIENCE AND TECHNOLOGY 


In search of tomorrow's airport 


a summer traveller passing bleary- 
eyed through some sweaty terminal, to- 
day's airports may look pretty crowded al- 
ready. They will soon get much worse (see 
chart). The world’s airports are on the brink 
of many changes: BAA, the owner of three of 
Britain's four busiest airports, has just been 
privatised; American airports are struggling 
to cope with the effects of deregulation, and 
plenty more passengers are on the way. 

The common theme is ever busier, ever 

iger airports. A new terminal at Newark 
will have more aircraft gates than all the ter- 
minals at New York's LaGuardia airport. 
Denver plans a new airport large enough to 
handle 100m-passengers a year. Singapore 
will get a big second terminal in 1989; Mu- 
nich and Osaka will both have new airports 
by 1993. The aircraft will be bigger, too: fu- 
ture versions of Boeing’s 747 will have a wing- 
span at least 30 feet wider than today’s jum- 
bos and will carry up to 800 passengers each. 
This means bigger taxi ways and more space 

n the gates. 

More passengers does not necessarily 
mean more airport staff. Automation will in- 
crease in electronic leaps and bounds when 

“new rules drawn up by the Interna- 
tional Civil Aviation Organisation 
come into force at the end of the year. 
They require every piece of baggage to 
be matched with a travelling passen- 

b before the flight leaves. This is 






d to do because people change 
ights at the last minute, get off the 
aeroplane at intermediate stops, miss 
connections and are generally cussed. 
Airlines and airports hope to 
cope with the rules by using machine- 
readable tickets, boarding passes and 
baggage tags. Magnetic-strip disease is 
already affecting tickets and boarding 
passes (which in some cases will be- 
come one and the same). Ticket in- 
formation will be encoded on the 
magnetic strips on boarding passes 
that can be read at the airport gate. 
Baggage will get tags printed with laser 
readable bar codes so that it can be 
sorted automatically, 
United Airlines has installed 
high-tech sorting systems in its new 
terminal at Chicago's O'Hare airport. 
As a bag travels down a conveyor, six 
different lasers scan the tag, making it 
readable however it is slumped. Giant 
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paddles then push the bag towards the right 
flight. United's system sorts 480 bags a 
minute. The next task is to match people 
with bags by encoding baggage-tag serial 
numbers on the ticket’s magnetic strip. Only 
if che passenger boards his flight will his lug- 
gage fly. Or so the theory goes. 

An even more advanced system based 
on computer vision is almost ready to go 
into service at Heathrow’s Terminal Four. 
The system relies on a tag with a special tar- 
get symbol. The ticket agent writes the des- 
tination code next to the target. Six cameras 
then home in on the target symbol and at- 
tempt to read whatever is next to it. If the 
cameras are successful, the sorting proceeds 
as before. A single sorting mechanism of this 
kind can handle more than 60 bags a 
minute. 

At the moment, around 40% of air tick- 
ets are issued by computer—a proportion 
that is rising fast. Incompatible reservation 
systems are a big nuisance. Reservation sys- 
tems often have their own computer termi- 
nals installed at airport check-in counters, 
which makes it difficult for airlines to share 
counters. This does not matter if an airline is 
running a large operation at the airport; but 








Crowded skies 
Revenue 


Source: British Aerospace 

if it has only a few flights a day, precious air- 
port space is underused. The solution is 
CUTE—common use terminal equipment, 
which can be used with any reservation sys- 
tem. It is a simple enough idea, but one that 
is only just being realised. 

Aircraft, as well as bags, will increasingly 
be moved around by computer. Landing an 
aeroplane is one trick; getting to an open 
gate in early-morning fog at an unfamiliar 
and busy airport is another. At the moment, 
airports rely on “Follow Me” trucks and on 
signs that are turned on and off manually. 
Aircraft can get lost or, even worse, collide 
with each other and service vehicles, Big air- 
craft sometimes find themselves given a 
place suitable only for small aircraft or 
arrive to find the gate occupied, all of 
which adds up to delays for 
passengers. 

Airport techno-consultants fore- 
see airport ground control selecting a 
gate from a screenful of available gates 
presented by computer when an aero- 
plane arrives. A computer will de- 
mand to know the aircraft's type, and 
refuse to allocate a small gate to a big 
aeroplane and vice versa. Once a gate 
is allocated it will become unavailable 
until the aircraft has departed. The 
computer will then think up a good 
route from the end of the arrival run- 
way to the assigned gate, say gate 25. 
A trail of green lamps will light up, 
which the pilot follows. 

To prevent the wrong aeroplane 
following the wrong lights, stop lights 
and sensors will be placed at taxiway 
crossings. The aircraft on its way to 
gate 25 might have to stop while it al- 
lows a departing flight to taxi out to 
the runway. So sensors will detect the 
passing of the other aeroplane and 
change the stop light to green. As the 
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aft crosses the intersection its 
oted and the lights behind it dim so as 
to confuse other pilots. 
As the aircraft approaches gate 25, the 
‘computer activates various services, such as 
ne supply of electricity and fuel and the sew- 
ge disposal: system. Sensors in the apron 
ea help to guide the aeroplane by sending 
formation to a display next to the gate 
hich indicates which way to turn and how 
far to go. When the aircraft comes to a halt, 
the airbridge automatically hooks on to the 
craft and information is sent to the arrival 
displays in the terminal, soothing anxious 
ends and relations. 
Techno-consultants are also planning 
improvements in airport security. One idea 
for a passenger to go into a small chamber 
at seals him in while he is scanned for ex- 
losives, narcotics and suspicious amounts 
f metal. Other machines will check luggage 
r similar things. Some people have reli- 
ious objections to having their bags sniffed 
y “unclean” dogs. So airport authorities‘in 
Lanka have come up with the mongoose 
an alternative. These animals are proba- 
‘bright enough to learn how to find illegal 
bstances. And, according to informal mar- 
ket research, people who hate the idea of an 
Isatian slobbering over their bags would 
ot mind a mongoose having a sniff. 









































OME of the ingredients in America’s 
melting pot steadfastly refuse to melt, 
ich is a lucky break for geneticists. Mem- 
s of religious sects that have married only 
mg themselves after emigrating to 
rica are fertile ground for scientific re- 
hers. Early this year, a genetic identifi- 
stag (known as a marker) for manic 
pression was spotted among an 81-mem- 
family of the Amish sect in Lancaster 
unty in Pennsylvania. It is the first ge- 
ic tag for a psychiatric disorder. 

“Trony abounds. Members of this reli- 
us Community shun progress. The Amish 
ress like the Pilgrims, drive horse-drawn 
carriages, refuse to use telephones and look 
skarice at upward mobility in this world. 
they do give blood for new-fangled ge- 
ric tests. In return, those affected get help 
coping with the rapid swings of mood: 
hat constitute manic depression. 

“Recent studies of the Old Order Men- 
jonites (a sect from which the Amish split 
ı 1693) are also revealing more about 
les de la Tourette's syndrome. Tourette's 
idrome causes nervous tics and, in about 
third of patients, an uncontrollable 
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“Murphy’s airport 
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UTOMATION is wonderful until it 

goes wrong. The automatic trains 

at Dallas-Fort Worth Airport were a 

great idea until they stranded passengers 

between terminals. The automatic pilot 

of a 747 is extremely clever, until some- 

body loads it with the wrong informa- 

tion. How much could go wrong at to- 
morrow’s automated airports? 

Such places will, for one thing, be a 
computer hacker’s paradise. Suppose 
Heathrow had automatic aircraft po- 
sitioning and a distraught (but clever) 
| British Caledonian employee broke into 
| the system. British Airways would no 
doubt be unamused to have its morning 
North American arrivals directed to the 
| adjacent Petty Oaks Sewage Works. 

Imagine a batch of pre-printed bag- 
gage labels with the wrong bar-code but 
the right three-letter (ie, human read- 





Getting there is half the fun 








able) code. The ticket agent thinks the 
bags are off to London, but the machine: 
knows better. Or consider a small boy | 
with a magnet: fairly harmless in most 
circumstances, until he starts messing `| 
around with his family’s magnetic board- 
ing passes. i 
Incompatible baggage-sorting systems `| 
could become a splitting headache. If. 
Philadelphia has one bar-code standard, . 
but Paris has another, and you fly from. 
Philadelphia to Nice with a connection =: 
in Paris, your bags will have to be man- 
ually sorted in Paris—unless Philadel- 
phia goes to the trouble of keeping a 
complete stock of Paris-compatible bag- 
gage tags, which is unlikely, Airports an 
airlines are trying to hammer out ano: 
agreement now, while relatively few auto- 
matic sorting devices are in place and air- 
i 


















































ports have yet to commit themselves to 
enormous capital investment. Agree- 
ments have already. been reached on a 
standard for magnetic tickets. 

The new. rules of the International. 
Civil Aviation Organisation (see main ` 
article) could cause real chaos. It is easy” 
to see why aviation authorities want bags 
matched with passengers: few people will 
bomb an aeroplane on which they are 
flying. But the spread of deregulation will 
mean more international connecting. 
flights. At American airports there can” 
be 30 or more flights connecting, with 
thousands of passerigers and bags chang- : 
ing aircraft all within the space of an 
hour. Keeping track of which passengers |. 
have made their connections and which “| 
bags belong to: them.can be accom- 
plished in finite time only with the aid of 
computers. Computer failure would pro- 
duce chaos unmatched by the delays that 
American airports now offer. Do not as- 
sume it cannot happen. 




















urge to shout obscenities. Until recently, it 
was regarded as a behavioural problem of 
unknown cause. Longer ago, it was seen as a 
form of possession by the devil. 

Genetic studies of Tourette’s syndrome 
began with a Mennonite from Alberta who 
went to the University of Rochester in New 
York to get a second opinion about his ner- 
vous tic. A local doctor had told him that he 
had. Huntington’s Disease. Dr Roger 
Kurlan, a neurologist in Rochester, told him 
that he was suffering from Tourette’s syn- 
drome instead. The patient mentioned that 
20 of his relatives had the same symptoms. 
Dr Kurlan jumped at the chance to study 


- them, which was fairly easy because they all 


lived close to one another. He has not yet 
found a genetic marker for the illness but 





does have the pedigrees‘ of 181 of his pas 
tient’s relatives. The pedigrees show that 
Tourette's syndrome is: hereditary: a person 
suffering from the illness has a 50% chance 
of passing it onto any heirs. 

Several things: make’ the Mennonites 
and the Amish perfect for genetic research, 
They intermarry and have large ‘families 
which tend to live near one another. All 
12,500. Amish in Lancaster County can 
trace their. ancestry to about 30 immigrant 
couples. So any inherited tendency to dis. 
ease stands out. clearly, Psychiatric illnesses 
are especially vivid because conservative re- 
ligious communities usually do not have the 
complicating problems of alcohol and drug: 
abuse; any disturbe behaviour standi t 











he financial accounts | t 
Te Banca Popolare di 
Milano for the year 
ending 31 December 1986- 
were approved at the share- 
annual general 
meeting chaired by prof. 


holders. 


i _ avy. Piero Schlesinger. The 


: the Ban 


tinued progres made by 


ting profits. 


| CREDIT INTERMEDIATION AT 31 DECEMBER 1986 


(Billions of Lire) 
Financial sources : 
Deposits from clients 
Loans 


L: 14.128 
o Le8.387 
L.. 5.128 


+4.8% 
+ 11% 
+ 11% 


(percentage increases refer to previous year figure) 


Profit and loss account 
The improved profitabi- 
lity of the bank is the re- 
sult of a satisfactory per- 
formance of the credit in- 
termediation at L. 484 Bil- 
lion (+ 16.2%) and of the 
positive trend of the gross 
income from non lending 
activities, which totalled 
| L. 230 Billion (+ 18.5%). 
Profit before taxes. (L. 
73.3 Billion) amounted to 
L. 210.3 representing an 
increase of 40.6% over the 
previous year. 


Net Profit 
Net profits of L. 


136.9 Bil- 
lion (+ 43.4%) were ap- 
propriated in part to the 
oral accounts (L. 58.5 
Billion) with the remain- 
der of L. 78.4 Billion di- 


stributed in accordance: 


with the terms of the sta- 
tute. 


Funds available for distri- 


bution. to. shareholders 


(L. 48.4 Billion + 42.3%) 


rmitted a dividend of 

. 525 to the 92.2 million 
shares issued as of 
31.12.86. 


Total equity 

Following a capital increa- 
se which took place at the 
beginning of the financial 


year, the provisions ap- 


proved by the general 
meeting and the share. of 


| profit allocated to the ge- 
-neral reserve, total equity 
of the Bank amounted to 


L. 877 Billion (+ 25%). 
Loan loss provisions total- 
led L. 289 Billion. 


of the Board of Di- 
rectors highlighted the con- 
in its various acti- 


_Vities which resulted in sub- 
stantial increases in opera- 


Banca Popolare di Milano 

Group i l 
Directors 
informa- 


clients L. 6,316- Billion; 


Profit before taxes L. 287 |- 


Billion; Net profit L. 176 
Billion (of which L. 154 | 
Billion of the group); Net- 
worth L. 885 Billion. : 


MAIN HOLDINGS OF 
BANCA POPOLARE 
DI 


Subsidiaries 

Banca Agricola’ Milanese 
(55.2%) 

Banca Briantea (70.2%) 
Ges.Fi.Mi. -Gestione Fondi 
investimento. Milano (Fund 
Management) (31.6%) 

Teseo - Teleinformatica Servi- 
zi e Organizzazione (70%) 
Affiliates 

Nuovo Banco Ambrosiano 
(13.82%) 

Ita® Group- Ltd (24%) 
Centrobanca (17.5%) 


Factorit (18%) 


Italease (15.6%) 
Shareholders at 31.12.1986 
were 96,922 Staff? 4.255 
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Amish, even buying a tractor or making 
long-distance calls would be sure to be no- 
ticed and marked down as unusual behav- 
iour, meriting investigation. 

Although the Amish stay close to home 
with their family Bibles, their genetic mate- 
tial travels far. Cells can be cultivated from 
a few milligrams of blood and immortalised, 
their genetic material extracted and shared 
among researchers around the world. The 
Amish cells are especially useful because so 
many members of each family are repre- 
sented. Researchers can derive distinctive 
patterns from such cells using techniques 
that break up the genetic material (DNA). 
With luck, they can find specific fragments 
of DNA that are inherited along with certain 
illnesses. It is rarely obvious where exactly in 
the human gene sequence such a fragment 
might be found, Researchers hope that the 
fragment they are looking for comes from a 








The Old Order changeth not 


spot near a segment that has already been 
identified, so that the elusive gene will be 
picked up by an existing test. 

The marker for manic depression 
turned up near a gene that controls produc- 


tion of an enzyme, tyrosine hydroxylase. 


This enzyme is used in the manufacture of 
dopamine, a chemical messenger in the 


_ brain involved in the development of manic 


depression. This May, similar methods un- 


-earthed a genetic marker for a neurological 


cancer called neurofibromatosis in DNA 
taken largely from Mormons. In 1985, medi- 
cal researchers from the University of Utah 
spotted a genetic marker for cystic fibrosis 
using samples from the local population. 
The Mormons are concentrated in Utah, 
where they make up more than half the 
population of the state. Since Mormons be- 
lieve that they can recreate earthly family 
life in heaven by baptising all their ancestors 
posthumously, they have a big incentive to 
study genealogy. And because many Mor- 
mons are converts, it is necessary to gather 
ancestral records from all over the world, 
copying entries from parish records and 
county offices. ° 

Utah’s geneticists go „about their re- 
search in the usual way, starting with af- 
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On principle, they do not dip randomly 
the Mormons’ vast genealogical library. 
do they inquire how many of their sulgject 
families are Mormons. 

Researchers tend to be protective to- 
wards the clans they study, with good rea- 
son. The researchers trade confidentiality 
and respect in exchange for the right to in- 
vade their subjects’ privacy. Today’s genetic 
studies of the Amish are built’on 25 years of 
diplomacy by Dr Janice Egeland, a medical 
sociologist at the University of Miami who 
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lived among the Amish. After years of help 
from her, they give her all thè blood samples 
she needs. Without her it would be hard to 
continue using the Lancaster County 
Amish as a genetic treasure house. How- 
ever, because they rarely marry outside their , 
community, the Amish are likely to remain 
genetically homogeneous. Other clans may 
be less steadfast in their isolation and sonte* 
are gradually melting into the pot. Time will 
run out for some of them, but many of their 
genes, at least, will find immortality. 








The monkey’s blood 


ONSPIRACY theorists like to stress 
the mysterious origins of the AIDS 
virus in order to blame their favourite 
culprit: God, the cia, the KGB, whom- 
ever. In fact, a surprising amount is 
known about the origin of the virus. It 
almost certainly jumped from Central 
| African monkeys to man some time in 
| the early 1970s. The similarity of the vi- 
rus to a virus that infects African green 
monkeys and the fact that the disease 
seems to have spread farther and earlier 
in Africa than in America or Europe are 
just two of many points in the theory's 
favour. 

But how did it jump? AIDS is not an 
easy virus to catch: it requires shared 
blood or sex to transmit it. Eating in- 
fected monkeys should be safe. Getting 
bitten by a monkey can give you 
rabies—but not AIDS. Getting bitten by a 
mosquito that has bitten a monkey can 
give you yellow fever—but not AIDS. It is 
most implausible to expect people to 
have mixed their blood or had sex with 
monkeys. 

Or is it? Mr F. Noireau, a researcher 
with the French overseas scientific 
agency ORSTOM in Brazzaville in the Re- 
public of Congo, was reading an an- 
thropologist’s account of the sexual hab- 
its of people in the Great Lakes region of 
Central Africa. As reported in The Lan- 
cet, he came upon a sentence, which, 
translated, read as follows: 

to stimulate a man or a woman and induce 
them to intense sexual activity, monkey 
blood [for a man} or she-monkey blood [for 
a woman] was inoculated into the thighs, 
pubic area and back 
This is exactly the kind of practice that 
could spread AIDS from monkey to man. 
The ritual described is one of a number 
practised by the Idjwi people on an is- 
land in Lake Kivu, on the border of 
Rwanda and Zaire, to deal with infertil- 
ity, impotence, infidelity and so on. (One 
example: drinking the urine of a female 
black cat condemns a woman to perpet- 





ual sexual dissatisfaction.) The area is, as 
far as anybody can tell, close to the fount 
of the present AIDS epidemic. 

Nobody knows how common this | 
habit was or is, nor for how long it had 
been practised. It is quite possible that 
AIDS has spread several times to humans į 
by these means but has died out on previ- 
ous occasions. Only in recent years, 
when people moved around. more and 
began living in large towns and perhaps 
were more promiscuous, did local out- 
breaks of the virus turn into an 
epidemic. 

Dr Abraham Karpas of the Univer- 
sity of Cambridge points out that the an- 
thropologist's observation could explain 
another puzzling fact about Alps. There 
are two strains of the AIDS virus in man:° 
one common in Central Africa and 
other continents, and one only in West 
Africa. Genetically, the West African ||- 
strain of human AIDS is closer to monkey 
strains of the virus than to the other hu- 
man strain. Perhaps, in Central Africa, a 
different kind of monkey's blood was | 
used and so a different kind of virus 
made the jump from monkey to man. 
One would expect people to use the local 
kind of monkey. 

Of course, the anthropologist’s re- 
port of unusual sexual customs could be 
flawed. People are notoriously good at 
making up weird habits to please or fool 
inquisitive scientists. And the monkey- 
blood method may be far from typical: it 
may simply be an individual's perversion 
that the researcher stumbled across. But, 
in this case, that seems unlikely. The an- 
thropologist who wrote. the book, Mr 
Anicet Kashamura, is a native of the 
Kivu region and was writing about the 
habits of his own people. 

Intriguingly, Mr Kashamura records 
that human blood also plays a big role in 
Idjwi sexual magic, but is used with cau- 
tion because of the risk of catching tu- 
berculosis from it. If only people had 
treated animal blood with more caution. | 
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` My country, Wright or wrong. 


_ SPYCATCHER. By Peter Wright. Viking. 392 pages. $19.95 


E Mr Peter Wright is correct when he al- 
Jeges there was a Russian agent at the top 
of mis, the British security service, during 
e 1960s, it is hard to see why Britain’s at- 
rney-general is so anxious to keep from 
British readers the contents of a book that 

“must be known in intimate detail to the Rus- 
-< sians, If Mr. Wright is incorrect, it is still 
rder to see why he imagines he was free to 
blish his book in Australia—a country 
-ider the same crown as Britain. One of the 

sensitive points on which his book fails to 

touch is the nature of the engagement of loy- 
alty to the crown that he undertook when he 
signed the Official Secrets Act, an engage- 
ment. which he now seems to have 
repudiated, 
A protracted struggle in the Australian 
courts about whether his book can be. pub- 
ned there remains unresolved.: Mean- 
, it has been brought out in America, 
_ over which the crown has claimed no sover- 
» eigntty since 1783; but the attorney-general 
stil breathes fire and slaughter against any- 

- one seeking to publish extracts in Britain. 
The hullabaloo that has surrounded the 
book has resulted in a rush by newspapers to 
buy serial rights, which has forced the price 
up to around £250,000, and resulted in the 
book becoming a bestseller in New York— 
acclaim far beyond “Spycatcher’s” merits. 
< According to Britain’s Sunday Times; 
| Wright was helped to write it by Mr Paul 

Rreenglass, a professional ghost writer, who 
“argued parts of the case out with the author 
before he shaped them on the page. The 
book still bears marks of having been writ- 
a hurry. There are some repetitions, 

‘the other hand, some cuts which 
-mean that only well informed readers will 
_ understand otherwise perplexing passages. 
The style is straightforward, unexciting, con- 
- versational. No masterpiece of prose, it isat 
- least not in Whitehallese. i 

: Some of the tales Mr Wright has to tell 

all but beggar belief (though, in the world of 
“which he treats, this does not mean they are 
_ untrue). If the British were really reading all 
the secret messages being sent out by the 

Egyptian embassy in London in 1956, as he 
< says, then the Eden government’s record 
ove Suez affair is even more deplorable 
forians ‘have so. far made out: Mr 
© Wright’s own speciality was the manufacture 
_of electronic bugging devices, so he should 

























































know what he is talking about. If it is really 
possible, when a cipher machine has not 
been thoroughly screened, to read the text 
of a cipher message from electronic ghosts 
that accompany its transmission, then some 
embassies will need to look again at their se- 
curity. Others, that have a drill by which one 
cipher clerk reads out the original text while 


Lae eae gece een eee ee 
< The Economist has 
1.5m readers in 170 
countries. In all but one ` 
country, our readers 
have on this page a 
review of “Spycatcher”, 
a book by an ex-MI5 
man, Peter Wright. The 
exception is Britain, 
where the book, and 
comment on it, have 
been banned. For our 
420,000 readers there, 
this page is blank—and 
the law is an ass. 














another. enciphers it, will need to change 


“their drill: Mr Wright quotes the case of an 


embassy where this was done and a hostile 
power used a listening device to take down 
the original text at dictation speed. 

His book, full of personalities, is domi- 
nated by his own: persevering, pernickety, 
conceited, certain on every occasion that he 
is right and that anyone who doubts or con- 
tradicts him is wrong. Among the ghastly 
tales of inter-service and intra-service rivalry 
and backbiting, there are a few bright spots: 
he clears the names of Guy Liddell, R.C. 
Zaehner and Sir Stuart Hampshire. On the 
central question of whether Roger Hollis, 
former head of mis, or Graham Mitchell, 
one of his deputies, was a Russian agent, 
there is little here beyond what Mr Chap- 
man Pincher and Mr Nigel West. have al- 
ready revealed. Mr Pincher’s warning about 


how often Mr Wright changes his mind is. 



































worth bearing in mind, bur here ar | 
author's view stays steady. He re 
vinced that Hollis was the Russian agen 


American security chief, as a manol 
by intrigue and’ aver-dependent on 
bonyhe isa little more polite abour 
Hoover, Angleton’s rival. American | 
cion of British security. provides ong 
main: themes. The Americans’ did) 
distinguishing berween socialists. anc 
munists has some bearing on one of his m 
contentious passages—the allegation t 
theré-was.a plot inwes to unseat Me H 
(now Lord). Wilson as prime mir 
1974. Though nor all of Lord 
friends were above the suspicions of sec 
officers, a careful reading of Mr W 
text leaves the allegation — not 
substantiated, oe 
That it should be made at ally: 
the book that makes it should bethe: 
of such stringent attempts by theg 
ment to hush it up, raise interesting 
of civil liberty. Each side has a strong. 
would be monstrous if freedom o 
weré to be suppressed; equally ir 
monstrous if members of secret 
could use their.own judgments abo 
secrets they could reveal. Austen 
lain rightly proclaimed, more than | 
ago, that there is.no point in having 
service that does not remain secret: 
other hand, it is-tidiculous to -have 
service that.is wholly unaccountable, § 
good might come our of this bad boo 
publication persuaded the British gove 
ment to sét up some sort of overseer to | 
an eye On MIS, Mie, GCHO and any otl 
organisation of similar capacities ~ 9 
secretiveness, 
Much of Mr Wright's book is eote 
insider stuff. Outsiders are entitled neo: 
a simple test: when Mr Wright deals 
matters of common knowledge, does he 
low common form? He does nor. He centis 
his work on Anglo-Russian relations, 
took a turn forthe worse with the soti 
Zinoviev letter affair. He refers to this t 
putting it once in 1929 and once in 16 
happened-in 1924. Another bad tu 
with the Arcos raid ef 1927, placed 
Wright not only in 1927 bur also in 192 
refers at-one: point to a colleague wh 
had a-distinguished wartime career in st 
and says:he had it in sis. These may only 
slips, but they cast doubt on all rhe ccimpa 
they keep. If Mr Wright can get pot 
this wrong, what reason is thereto be ey 
can get anything,else right? 











E Minister: THE CONDUCT OF PoLicy 

NDER HAROLD WILSON AND JAMES CALLA- 

GHAN. By Bernard Donoughue. Cape. 198 
pages. £10.95 


(URING last month’s British election 
campaign, one dog failed to bark: the 
hound of Labour’s achievements in office. 
Whereas Labour politicians for a generation 
fter 1951 boasted of the Attlee govern- 
ment’s accomplishments, Mr Neil Kinnock 
eemed to go out of his way to avoid men- 
oning the fact that Messrs Harold Wilson 
nd James Callaghan had ever held office. It 
as Tory propagandists who reminded vot- 
rs of the humiliations of the 1976 mF loan 
nd the 1978 winter of discontent. 
Lord Donoughue perhaps inadvertedly 


ited | to join Mr Wilson 


February 1974. He stayed on to become a 
founder and head of the Number 10 p8licy 
unit, a small group of personal advisers to 
the prime minister, which 13 years later still 
exists. He remained at Number 10 under Mr 
Callaghan, until Labour’s defeat in 1979. 
“Prime Minister” is his memoir of these 
years, with a few general reflections on 
prime-ministerial government thrown in. 
The author retained, and retains, the 
traditional Labour supporter’s sympathy for 
the downtrodden, especially for the family 
with many children but few resources; but 
his account of the Wilson and Callaghan 
governments in power is devastating. He dis- 
dains the “deadweight of Labour’s antique 
ideological commitments”, which in his time 
prevented a Labour government from even 
considering a scheme to permit council ten- 
ants to buy their houses. Worse than the 
party’s ideological commitments, in Lord 
Donoughue’s view, are its political allies. Ev- 
ery page breathes a loathing of the trade 


_world, he says, would be one ie where | teac 


ers and children never entered a school at 
all—and the executive of the NUT would be 
in a permanent conference session in a 
fortable seaside hotel”. The National Union 
of Public Employees he dismisses as “this, 
dismal union”, , adding that during the win- 
ter of discontent its members behaved 
“viciously”. 

Even after a decade, the author's ac- 
count of Mr. Wilson’s second premiership 
makes the flesh creep. Lord Donoughue.evi- 
dently liked Mr Wilson, was grateful to him, 
and admired him as a party manager. But as 
as a policy maker, the picture is quite differ- 
ent. No reader of this book needs to read 
between the lines; the lines say it all: 

In the absence of a clear macroeconomic or 
counter-inflation strategy. . . other major issues 
were neglected... Mr Wilson did not take a 


firm position sicher way... The centrale 
nomic issues were never disaissed. 


Lord Donoughue obviously found Mr Calla- 





Mediterranean melting pot 


MHE main argument of Judith Herrin’s 
A. THE FORMATION OF CHRISTENDOM* 
that what she calls the “initial particu- 
larity” of Europe is to be sought in the pe- 
triod between the fourth and the ninth 
centuries. The unitary world of late an- 
tique Christianity, rooted in the cities of 
the Mediterranean, was shattered. Islam 
sliced the Mediterranean in half: within a 
century of Muhammed’s death in 632, Is- 
lamic dominion stretched from Syria to 
the Pyrenees. At the same time, western 
and eastern Christendom, Rome and 
Constantinople, began to part company. 
The centre failed to hold: Islam, Catholic 
Christendom and Orthodox Christen- 
om went their separate ways. 
Miss Herrin’s argument is not new. 
eend of the ancient world and the be- 
nings of the modern one have fasci- 
ated historians since Gibbon. But it is 
here restated. in a new way—as “an analy- 
$ of medieval faith asa material force”. 
iss Herrin’s scholarship is unerring, her 
‘ope is wide and her style fluent. 
Her book contains many good things. 
The description of the fourth- and fifth- 
century Christian churches rightly 
stresses their kaleidoscopic diversity: 
“more of a loose confederation of believ- 
ers than a tightly regulated organisation”. 
he account of the Visigothic kingdom of 
Spain puts right the common neglect of 
this, the most sophisticated of the succes- 





*Basil Blackwell; £29.50. Prificeton ora Press; 
$34.50, : 


sor states to the Roman Empire until its 
destruction by Islam. The treatment of 
the so-called iconoclastic controversy, the 
dispute over the veneration of images in 
Christian worship which convulsed the 
Byzantine world in the eighth century, is 
sparkling. 

Miss Herrin acknowledges that the 
general reader, at whom the book is di- 
rected, will need to be “persistent”. True 
enough, and the reader could have been 
helped. It is a pity, for instance, that there 
are no illustrations (one of the strengths 
of Peter Brown’s somewhat similar 
though much shorter work, “The World 
of Late Antiquity”, lay in the abundance 
and quality of its illustrations). She dis- 
cusses the origins of a new script at the 
court of Charlemagne; given that the let- 
ter-forms of Carolingian minuscule are 
still in use, a page from, say, a Reichenau 
manuscript would neatly illustrate the 
link between that age and today. 

Moreover, there are some stretches 
over which the general reader, however 
persistent, will yawn. Even Miss Herrin 
cannot render the Monothelite heresy 
intelligible and palatable. (Perhaps. no one 
can: Gibbon prudently. slid over it.) Nor 
does it seem necessary to know quite’ as 
much as is here offered about early Byzan- 
tine history and controversy to compre- 
hend the grand view of Europe’s forma- 
tion that is unfolded in this book. The 
author, a distinguished Byzantinist, delib- 
erately emphasises the importance of By- 
zantium and explains why. Bur her rea- 


sons are not always convincing. Of the 
three component cultures of the Mediter- 
ranean world, the Byzantine gets more at- 
tention than perhaps it merits, the west- 
ern somewhat less and the Islamic much 
less. The circumstances in which great 
chunks of the Mediterranean became Is- 
lamic“ need more attention than an y 
scholar has yet given them. Ar the oth 
side of Europe, the formation of westér 
Christendom was far from complete in 
the early ninth century. Debate about 
where modern Europe came from will 
continue. But it will be enriched by this 
civilised and accomplished book. 


Illuminating 
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Who is this Donoughue anyway? 


yan a relief. He never ran away from prob- 
lems and was seldom afraid to see the most 
sensitive issues thrashed out in full cabinet. 
The Labour government should not have 
got itself into the position of having to go to 
the IMF in 1976; but, once it was there, Mr 
Callaghan’s handling of the situation was 
masterly on every level—diplomatic, sub- 
stantive, political. It is poignant to read Lord 
Donoughue’s gloomy evocation of the win- 
ter of discontent that followed two years 
later. Unable either to enforce his incomes 
policy or to abandon it, Mr Callaghan, for 
all his skills and strengths, drifted helplessly. 
“Prime Minister” is described by its au- 
thor as “a selective view from the top”. That 
~ is to underestimate its importance for stu- 
dents of British government and recent 
litical history. It is limited only by the ft 
that Lord Donoughue does not have any- 
thing strikingly original to say about prime- 
ministerial government (though why should 
e?) and by his austere refusal to titillate his 
eaders with gossip. 


Management 


‘Oh, what a lovely 


eS 


business 


THe Corporate Warriors. By Douglas 
. Grafton Books. 260 pages. 
£12.95. Houghton Mifflin. $17.95 


TO many business books fit Charles 
Dickens’s description of boredom: as in- 
teresting as stewed lead. Mr Ramsey, a for- 
mer business editor of Newsweek and be- 
fore that a correspondent for The 
Economist, is so conscious of the problem 
that he leans too far the other way. 

He flogs the old business-is-war meta- 
phor for all it is worth, implying that busi- 
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portrayed otherwise is somehow less in- 

Mr Ramsey argues that success 

and survival in business depend on a gener- 

al’@ stock in trade: frontal assaults, surprise 

attacks, propaganda (in this case, advertis- 

ing), intelligence (market research), 

organisation and administration. On their 

skill in using these tactics, boardroom com- 
manders rise and fall. 

The book reads like a series of extended 
articles, providing the behind-the-scenes 
stuff of stories that once made headlines. Mr 
Ramsey piles up a wealth of detail, telling his 
stories through the subjects’ own mouths. 
Among his squad of entrepreneurs who 
fought against entrenched odds are such 
mavericks as Mr Ted Turner, who built a ca- 
ble-television empire (and then lost his grip 
on it); and Mr Bob Guccione, the founder of 
Penthouse magazine. There are circulation 
wars between Penthouse and Playboy, 
clashes between Coca-Cola and Pepsi-Cola, 
skirmishes between General Motors and its 


ARTS 


Japanese rivals, pitched battles between 
AT&T, the telecoms giant, and MCI, a dimin- 
utive aggressor, and, of course, dogfights be- 
tween People Express and its bigger airline 
competitors. 

The bons mots of warmongers and mili- 
tary historians are mingled with those of the 
modern business warrior: Penthouse could 
have benefited from Napoleon's immortal 
advice—"Never interrupt an enemy while 
he is making a mistake;” while B.H. Liddell 
Hart's words—"True concentration is the 
product of calculated dispersion’ —might as 
well have applied to the Cola companies’ 
tussle for caffeine-free supremacy. Mr Ram- 
sey relates that Mr Brian Dyson, president of 
Coca-Co 


la USA, and a man who prided him- — 


self on being a strategic thinker, kept within 
reach a copy of Clausewitz's “On War”: and 
that Japanese businessmen are fond of quot- 
ing from “The Art of War” by Sun Tzu. Mr 
Ramsey is fond of such things, too. 


Glasnost goes to the movies 


MOSCOW 


Dozens of controversial Soviet films, long ago consigned to oblivion, 


are being dusted down and given their 


first screenings, to the 


spirit of glasnost. How did it happen and how good are the movies? 


T revolution in Russian cinema began 
at the congress of the Soviet Film Mak- 
ers’ Union in May 1986. Members sum- 
marily booted out two-thirds of their geriat- 
tic leaders and voted in a younger 
generation, headed by a director, Elem 
Klimov, whose film “Agony”, made in 1975, 
about the monk Rasputin, had been banned 
for eight years. Mr Klimov’s election was no 
spontaneous gesture. He had been proposed 
by Mr Alexander Yakovlev, head of the pro- 
paganda department of the Communist 
party central committee. Still, the shake-up 
was real enough and the new regime soon 
made its influence felt. 

Within weeks, it set up a special “con- 
flict commission”, consisting of film makers, 
critics and industry officials, to review the 
scores of movies that in the past two decades 
had fallen foul of the authorities and never 
been released. By implication, this was a 
vote of no confidence in Goskino, the state 
committee for cinematography, which cen- 
sors all Russian films. As the commission 
went about its business, it unearthed film af- 
ter film that had been withheld for obscure 
or capricious reasons. Six months later, a 
new broom swept through Goskino itself, 
with the “retirement” of Mr Filipp 
Yermash, head of the organisation since 
1972 and an outspoken critic of freedom in 


the arts. His successor, Mr Alexander 
Kamshalov, had previously run the cinema 
section in the culture department of the 
Communist party’s central committee. 

The most immediate evidence of 
glasnost is the screening of films made 
abroad. At this year’s Moscow film festival, 
movies made in America by an émigré 
Czech director, Milos Forman, a 
large audiences. Introducing the actor Rob- 
ert De Niro (chairman of the jury to choose 
the best film in the festival), Mr Klimov read 
out a list of his movies that had nor been 
seen in Russia, and promised to do some- 
thing about it. The appearance of several 
Polish and Hungarian films taking critical 
views of their societies would have been im- 
possible a few years ago. The films being 
made in Russia now, however, show few 
signs of being enlivened by glasnost. Mr 
Klimov says that westerners will have to wait 
a year or so before any big changes are visi- 
ble. New films include the usual batch of 
innocuous comedies and fairy-tale subjects, 
though, in a few, there are hints of better 
things to come. 

The most cumbersome thing about “A 
Lonely Woman is Looking for a Life Com- 
panion” is its title. When the lonely lady's 
advertisement ivanswered by a disreputable, 


alcoholic ex-circus artist, a strange love-hate 
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and hall 





Lonely filmgoer looking for a good film 


telationship develops. Directed by a former 
television producer, Vyacheslav Krishto- 
fovich, it is a kind of chamber piece, filled 
with unexpected comic moments, in which 
~ characters argue and banter in the kitchen 


way. 

In “Plumbum” (or “The Dangerous 
Game”), a bright teenage boy in a small 
town tags along with the local police to fight 


` crime and tries to get a job with the local 


detective squad. He “‘arrests” his father as a 
poacher and subjects him to questioning. At 
times, the director, Vadim Abdrashitov, 


~ seems to be looking back to the Stalinist pe- 


riod, when children were encouraged to de- 


nounce their relatives. The dark undertones 


< are enclosed within the sunny framework of 
> apparently normal small-town life. 


_ Leaden oldies 


‘The main concern of most Russian critics, 


however, is not with new films, but with 


_ those recently unshelved after years of cen- 
_ sorship by neglect. One of the most heated 
ions at the Moscow film festival con- 


i cerned a 20-year-old film called “The Com- 
~ missar”. A Civil War drama about a woman 
a Red Army officer with a child who becomes 
involved with a Jewish family, it does not 


Sy 


seem subversive now, but apparently the 
Jewish theme and the fact that the film 
to take sides were enough to get the 

~ director blacklisted in the 1960s. 
It would be gratifying if a fistful of long- 
masterpieces were among the movies 
now being rediscovered. Sadly, there is 
none—at least among those exhumed so far. 
Some seem to have fallen into disfavour for 


reasons which have little or nothing to do 
_ with their content. 


“Brief Encounters”, for 
example, directed by the highly praised Kira 
Muratova, was suppressed fer 20 years prin- 
cipally because it starred a non-person— 
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Vladimir Vysotsky, a popular actor 
balladeer who fell into official disgrace. Nei- 
ther this film nor “The Long Goodbyes”, 
made in 1971, suggests that Miss Murat&va 
was anything more than a competent film 
maker who, unfortunately, knew the wrong 
people. Had her films been shown when 
they were made, they would surely have 
been forgotten by now. 

And there are duller sticks than she. 
Look in vain for any relief from lumpish so- 
cialist realism in the boxing film “The Sec- 
ond Attempt of Viktor Krochin”’. This film, 
made in 1977, was buried for ten years be- 
cause it was set in the controversial postwar 
years and featured songs by Vladimir 
Vysotsky. “Ivan's Boat”, 15 years on the 
shelf for no reason in particular, is indistin- 
guishable from a dozen other Soviet snorers 
of the early 1970s. 

Some good films have been unearthed, 
all the same. “Madness” (1968), set in a war- 
time lunatic asylum, is one. It depicts the 
fruitless efforts of a Gestapo officer to iden- 
tify which of the patients is a British spy. In 
fact, none of them is—the rumour was in- 
vented by the doctors to save the inmates 
from extermination. Gleb Panfilov’s picture 
of 1979, “The Theme”, frankly admits the 
emptiness in the work of many modern So- 
viet writers. lt was buried for eight years for 
daring to suggest that emigrating to Israel 


Brahms in a barn 


FROM OUR PARIS CORRESPONDENT 


LENTY of France's summer music 
festivals pull in big stars and bigger 
audiences, but the Fête Musicale en Tou- 
raine—two weekends of music in a stone 
barn near the banks of the Loire outside 
Tours—more than compensates by be- 
ing one of the most attractive. Drawn by 
the setting, and by the reputation of the 
festival's musical director, Mr Sviatoslav 
Richter, visitors have been going back 
since concerts first replaced chickens at 
La Grange de Meslay 24 years ago. 
Outside, this thirteenth-century tithe 
barn looks like a well-endowed chapel: 
the monks who owned it were clearly 
rich. Inside, during a lull, listeners can 
study the building’s intricate beamwork. 
The programming is bold. Each year, 
the Russian pianist picks a single musical 
theme. The nine recitals this year were 
devoted exclusively to Brahms’s cham- 
ber works—music rarely heard in bulk. 
But the festival is not meant for special- 
ists. Many visitors come from the sur- 
rounding district just because this is the 
big local event of early summer. 
The festival’s origin was simple 
enough. Captivated by a visit he made to 
the Loire valley in the early 1960s, Mr 





might be better than staying in Russia. In 
1971, Alexei Guerman’s “Roadblock” went 
straight into the vaults for even suggesting 
that a Red Army officer could contemplate 
desertion and collaboration. Indeed, Mr 
Guerman's whole career is now being re- 
discovered. In 1976, his “Twenty Days 
Without War”, a portrait of hardship on the , 
home front, “disappeared” after a single 
outing at the Cannes film festival; “My 
Friend Ivan Lapshin”, his third film, which 
depicts the poverty of the 1930s, spent two 
years in limbo before Russians were allowed 
to see it for the first time on television. 

It is good that these films are being res- 
urrected. But ironically, nearly all the best— 
and most radical—Russian films of the past 
20 years have already been seen. The films 
that Mr Andrei Tarkovsky made before de- 
fecting to the West were seen in Russia, 
though not widely. Larissa Shepitko’s “The 
Ascent”, the last film she made before her 
untimely death in a car accident, was a priz 
winner at the Berlin festival in 1977. An 
even though its director was imprisoned and 
prevented from working for 15 years, Sergo 
Paradjanov’s “The Colour of Pomegran- 
ates” eventually found an international au- 
dience. After works like these, some of the 
present “discoveries” seem like warmed-up 
leftovers. 





Richter suggested to his hosts, the Van 
de Velde family, that they might give 
summer concerts. The idea made sense: 
the family business was music publish- 
ing. Many French schoolchildren take 
their first piano lessons from the Van de 
Velde primer, “La Méthode Rose”. To- 
day, the founder’s grandson, Francis, 
runs the business from an office-ware- 
house in a cherry orchard outside Tours. 

Mr Van de Velde makes the festival's 
practical arrangements. The FFrl.5m 
($250,000) budger is tiny as festivals go.° 
He tends to get youngish (and inexpen- 
sive) musicians with competition prizes 
behind them who are glad to play in pub- 
lic at the start of their careers. 

This summer's festival was not a com- 
plete success. The weather was dreadful 
(though attendance was good). Mr Rich- 
ter, who is 73, had to scratch at the last 
moment because of an operation. Ques- 
tions loom. Who might one day take 
over his musical sponsorship? Has the 
festival enough followers to do without a 
big name? Meanwhile, Mr Van de Velde 
is busy trying to ensure that an enlarged 
25th anniversary festival next year really 
makes those rafters shake. 
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© PRUDENTIAL SUPERVISION IN BANKING by R. M. Pecchioli 
»« Copy{ies) ISBN 92-64-12916-2 £13.00 F 130.00 US$ 26.00 DM 58.00 
© THE FUTURE OF MIGRATION 
in the migration flows of the 1950s and 1960s, most OECD countries, on balance, fell into one of two groups: migrant. sending oou! 
{ries and hosts. Migrants themselves were viewed either as permanent settlers or as temporary workers, : 
This report, based on the findings of a conference. held by the OECD in 1986, examines the reasons these traditional distingi 
are no longer so clear cut, and discusses the possible implications for migration policies. 
:; Copy{ias) ISBN 92-64-12949-9 £ 10.00 F 10000 US$ 20.00 DM 44.00 

_ @-FREE THE 1987 OECD CATALOGUE OF PUBLICATIONS 

| Guide to a rich storehouse of knowledge. Categories: general economic analysis and forecasting: developmen 

~ aid; labour market and social problems; industry - science and technology: financial and fiscal affairs, enter 
Competition and consumer policy; education; environment and urban affairs: regional development - public 

“ment; food, agriculture, fisheries: transport and tourism. 


‘Please clip oF copy this coupon, attach your business card or letter head, and send to: 


| | E UK Customers: HMSO Books PC 16, Publications Centre, 51 Nine Elms Lane, London SW8 50A 
ff Overseas Customers: 


OECD 


ORGANISATION FOR ECONOMIC CO-OPERATION AND DEVELOPMENT 
~~ Publication Service 
2, rue André Pascal 75775 PARIS CEDEX 16 (FRANCE) 
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DIRECTOR 
Mozambique 


-ActionAid is a rural development agency working in Africa 
and Asia. We are currently negotiating a new programme 
_in Mozambique which will focus initially on relief and 
rehabilitation. programmes to be followed later by the 
probable establishment of a longterm rural development 
_ project. 


“The person appointed will ideally have worked for at least 
five years in Africa, preferably with experience of relief and 
“rehabilitation programmes. Ability to negotiate at Ministeri- 

~allevel, proven administrative skills and an understanding 

of development processes are essential. Fluency in E 
ish is essential; a working knowledge of Portuguese highly 

desirable. Candidates without such a knowledge will be 
expected to attend a six week language course in Lisbon 

- before taking up the assignment in Mozambique. 


-Salary in the range £12,000 to £14,000 depending on 
- experience. The post is initially for two years with the 
possibility of renewal. 


Please apply in writing to Chris Stocks, ActionAid, Hamlyn 
House, Archway, London N19 5PG, enclosing a full 
“curriculum vitae. 


ActionAid 


7 US 
Economist 


- Schroders pic, one of the leading international banking groups based in 
“London, is seeking an Economist to caver the US economy and markets. 
After a period in London, secondment to Schroders’ New York office is 
ly. The US. Economist would provide market oriented analysis and 
forecasts of the. US. economy to Schroder Economics, the Group 
economic facility based in London and to Schroder Capital Management 
International, Schroders’ New York investment management arm. In 
aison: with. Schroder. Economics, the US Economist would regularly 
_ present his/her views to the investment management and other divisions 
of the London. Merchant. Bank, as well as maintaining contact with 
Schroders offices in Tokyo, Hong Kong, Zurich and elsewhere. The new 
Economist would also contribute to Schroder Economics’ servicing of the 
Bank's. client base. This. would include contributions to external publica- 
“tions as weil as participation in presentations. 
- Sandidates should be in their mid-twenties and have a first degree in 
economics (with first class or upper second honours). A further degree 
“and/or relevant work experience, and a measure of econometric expertise 
are also required. 
A fully competitive salary is offered together with an attractive range of 
benefits including mortgage subsidy and a generous non-contributory 
pension scheme. Career prospects within the Schroder Group are 
cellent. 
Applications in: waiting with full cv should be sent to Jo Heigho, J. Henry 
©. Schroder Wagg & Co. Ltd., 120 Cheapside, London EC2V 60S 





ELECTRONIC PUBLISHING 
Freelance contracts available to London based researchers with | 
strong report writing, or fmcg background, to maintain reports on 
consumer markets. fy . 
Send CV to Phil Rose, Harvest Information, Th 
Mall, 359 Upper Street, London N1 OPD. —__ 


UNIVERSITY OF AUCKLAND 
New Zealand — 
Associate-Professor: 
two Lectureships/Senior 
Lectureships in Economics | 
Associate-Professorship applicants should have a doctorate and >! 
a- distinguished research record in any of the major fields of 


economics. Applicants for the other two vacancies should have’ 
either a PhD in economics or an equivalent level of research and/ 


or teaching experience. Expertise can be in any of the main areas |. 


of economics, including economic history; preference for one post © 
may be given to an. applicant with demonstrated: teaching and 

research experience in the general area of macroeconomics. . 
Closes: 31 August 1987. at 


Associate-Professorship and _ 
Two Lectureships 


DEPARTMENT OF MARKETING AND 
INTERNATIONAL BUSINESS 


These posts have been established in response to an increase. im 
demand for university education and research in marketing: 
international business. Applicants for the Associate Professors: 
should hold a doctorate and have a substantial record of teact 
research and published work in: marketing; the appointee will be 
expected to provide leadership in research. Applicants for the 
Lectureships should have strong potential for effective teaching 


and research in either marketing or international business; a-f} 
higher degree is desirable. All applicants should have practical -$ 


experience through working with or for the business community. 
Closes: 28 August. 1987. a ig ae 


Lectureships in Organisational 
Behaviour/Labour Relations- 
Personnel Management 


in respect of one of these vacancies in the Management Studies 
and Labour Relations section of the School of Commerce, an 
outstanding candidate may be appointed at Senior Lectureship 
level. Applicants should have a record of research and teaching in 
organisational behaviour, labour relations or personnel manage- 
ment, together .with. relevant practical experience. A higher 
degrée is desirable for appointrnent at Lecturer level. At Senior 
Lecturer level, applicants will be-expects have completed a 
doctorate, to have a record of published work, and to be able to 
provide research Jeadership ‘in. their specialisation. Candidates 
with a secondary interest.in-one of the following areas will be 
especially welcome: Research Methodology; Business and Soci 


ety; Entrepreneurship; Organisational Communications, informa- q 


a eee and Organisational Change. Closes: 31. August 
Commencing salary will be within the scales: Associate-Professor - 
NZ$58,300-NZ$64,900, Senior Lecturer NZ$40,700-NZ$51,700, © 
Lecturer NZ$32,t NZ$38,500 | ther particulars, condi- 
tions of appointment an od of application are available from 
the Association. of Con ersities (Appts), 36 Gor- 
don Square, London WC1H m the Assistant Registrar 
(Academic Ap i Auckland, Private Bag 
Auckland, New Zeala’ ns should be forw: 

ed by the. closing dai mo : 





August 1987. 


PROGRAM LEADER 
Winrock Intemational. seeks Program Leader 
in Nepal tor Puman. résou ice development 
program. PhO: requ ited in social science 
related te na development: Must — me 

ia ence in develo, ig Country, pre 
aby Ace. Gibran TUTA ava ies ete. 


“ws by 31 om a te De Dav nr 


work witha joint School of Agricul- l. Route 3, Morriiton, 
pit 0 USA 


aie tant Land Use Research in- 


f Forestry and its substitution tor mii 
tal Production. The project in- WEFA Ltd 
Economist 
We are looking for a young 
graduate, or ` post-graduate 
economist to join a small fore- 
casting and ago cared team. 
A competitive is avail- 
| | able to someone ie will fit in 
| with this expanding group. 
You will run.and maintain mac- 
roeconomic models, use. the 
Wharton. World: Model,- con- 
tribute to forecast texts and spe- 
cialised client reports. 
To ly, please send prov cur- 
riculum vitae to The Chief Econ- 
omist, WEFA Lid, 23 Lower Bel- 
gne Street, London SWIW 
NW or tel: (01) 730 8171. 


oxpenence. in Agriculture, 
Forestry or Land Use Research would. 
The 


lege of Agriculture, 581 King 
Street, Aberdeen ABS 1UD. Tel: 0224 
480291, 


e closing date for applications is 21 


senior Economist 
_ Assistant Economist 


~The Economics Advisory Section in the Corporate 
Planning Department provides an essential advisory 
service to all Post Office Businesses, on macro and 

-micro-economic issues, 

` The Senior Economist will act as deputy to the Head 
of the Economics Advisory Section. Knowledge of 
the economic framework of a Nationalised Industry 
would be advantageous and strong preference will 
be given to candidates with experience in econometric 

e series modelling. 
“Candidates should have at the minimum a good 
~» honours degree in economics, econometrics or 
) Statistics and five years experience ina public sector, 

commercial or academic environment. 
The Assistant Economist will primarily help develop 
and operate econometric models for forecasting 
and market analysis and will be expected to advise 
Had and planning personnel on short. and 

long-term market prospects. This will involve a high 

“degree of initiative and imagination and the ability to 
work with a minimum of supervision. 


e Post Offi ice 


UNIVERSITY OF TASMANIA 


Academic Posts: Department 
of Accounting and Finance 


Applications are invited for the following posts which are aval 
on a full-time tenurable basis at the sold 
levels.. Candidates should have 
relevant teaching/research’ experia 
vant areas, 
T: Ref No 60/87: Management Accounting, Business: Fin nce 
and Managerial Finance. 
2: Ref No 61/87: Commercial Law. she 
Enquiries to Professor P. E. M. Standish, tel: +61.2.202066. 
Current salary scales are: Senior Lecturer $A97,96: 
increments. to $A44,090 pa, Lecturer $A28.387 x seve 
ments to $437,122 pa. 

University Application forms and further information 
of Tasmania able from the Staff (teh. 2.20; 
r the Association. l 


3 st 
stating the level of ent soug 
reach the Staff Officer, University of Tasm 
Box 2520, GPO Hobart, Tasmania, Aust 
7001, by 7 September 1987. 


The University is. an equal opportunity employer... 


c£21,000 
up to £16,000 


London 


Candidates must have a good honours degree in 
economics, econometrics, or statistics, Al least two 
years experience in the application of market 
demand forecasting techniques and computer 
based modelling in a commercial environment is 
ideal, but more recent graduates with the right 
potential may apply. ; 
Competitive salaries of around £21 000 and £16,000 
are offered. There is a valuable benefits package 
which includes pension scheme and excellent 
leave allowance. Relocation assistance is available 
where appropriate. 

Please write with full personal and Career details or 
an application form to Martin: Gibson, CPIR3.4, 
Room 536, Post Office Headquarters, 33 Grosvenor 
Place. LONDON SW1X 1PX, telephone 01-245 7083 
The closing date for applications is 7th August 1987 


The Post Office is an equal opportunities 
employer. 





EDITOR 
FOR 
BUSINESS 
MAGAZINE 


REPORTERS 
14 The Money Programme 


< Television's most popular financial programme needs reporters 

who are specialists in financial, economic and.business matters. 
We would prefer you to have a background in radio or 

television reporting but the right experience, enthusiasm and 
ability to generate ideas are higher priorities. 

: Please send CV and tapes if applicable, to: Jonathan 
Crane, Editor, The Money Programme, Lime Grove Studios, 

Lime Grove, London W12 FRJ, by Monday 10 August 1987, 
quoting ref: 1828/EC. 


BOC GI 


We are an equal opportunities employer 


ic/Business journalist, with anin- 
terest in Europe, and especially if 
you're ready for a challenge, we 
would like to talk to you, as we're 


fices 50 minutes from London 
towards Cambridge, 


We shall also be looking for a 
NEWS EDITOR, and RESEARCH- 
ERSJOURNALISTS. 


Write with CV to Richard Green 
at 21 Gold Street, Saffron Wal- 
den, Essex CB10 1E): ; 


Principal Statistician 


Botswana 


Botswana is a democratic republic in Southern Africa with a 
population of around one million. The country has an arid climate and 
whilst most of the year the sun shines, night frost can occur in winter. 

Botswana's Ministry of Finance requires a Principal Statistician, who, 
working in the Central Statistics Office, will report annually on 
Botswana's economy, its activities and condition. 


The officer will manage the collection, analysis and presentation of 
statistical data, ensuririg that the Central Statistics Office is meeting the 
needs of all its users. 

Applicants must be British citizens, preferably aged 30-45 years, with 
at least eight year's working experience as Economic Statistician 
(National Accounts Statistician). An MSc in Economic Statistics is also 
desirable. 


The appointment is on contract to the Government of Botswana for a 
period of 2/2 to 3 years. Local salary is in the range Pula 19,380-20,664 pa, 
plus a tax free supplement, payable by ODA, in the range £13,488 fo 
: £15120 pa. A terminal gratuity of 25% of local salary is also payable. 
Other benefits normally include free passages, children's education 
allowances and subsidised accommodation. Exchange rate as at 
June 1987+ £1 stg. ~2.70 Pula. 

For an application form, please write, quoting ref. AH364/JM/E, 
stating post concerned, to: Appointments Officer, Overseas 
Development Administration, Room 351, Abercrombie House, 
‘Eaglesham Road, EAST KILBRIDE, Glasgow G75 8EA. 

Or Xr telephony 03552 aes extension 3527. 


if you're an experienced Econom- 


starting a new monthly with of-. 


| BUSINESS & : 


Three high quality hotels operated under 
names for sale nif NE-US. eee 275 rooms 


Teo Telex: eat 16752 EBC M 


CUT THE COSTOF 
YOUR STAY IN LONDON 
Take a furnished, self-nontained service f 
apartment in Knightsbridge, near Harrods. 
Fully equipped kitchen-dinette, bathrooin, 
phone, colour TV, centrai heating, elevator. 
Suit 1-2 persons. Brochure by airmail. 

Knightsbridge Service Apariments 
45 Ennismore Gardens, LONDON SW7 | 
Toi: 01-584 4123 Telex 261261 Globe © 


Lioyd’s Shipping 
Economist is mare 
than just a ship- 


industry is heading. 
Europe £413 - Rest of 
order to 

address below or contact Steve Wright or Katty 

cooper on (0208) 772277 tor further information. 

Watterson: international Subseri 
Peper Lloyd's of London Press Lid. 
Place Colchester, Essex CO3 3LP. le 


“SCALA, IN AND SEE US AT 


THE 
E SOK-S ISTS 
Clare Market, Portugal Street, London WERA RAB 
Teli DLAs $931 
We have one of the worlds most comprehensive 
collections on the entire titerature of the 
SOCIAL SCIENCES 
sWe stock JOURNALS and PAMPHLETS 
We have a large SECONDHAND DEPARTME! N 
And even if you cannot viit our shop at Ciare ; 


Market, take advantage of our- expertise — 
_ask for mir CUSTOMER, SERVICES keanan. 


NON-RESIDENT 7 
AMERICAN 
UNIVERSITY 
DEGREES 


` dtis possible ~ it is honestly 


possible to earn good, us- 
able Bachelor's, Maste 
Doctorates, even Law 
“grees from. reco! 
American universities, with- 
out ever. going to America. 
The time involved canbe 
quite ‘short, and the cost 


“surprisingly low. May I air 


mail you tree information, 


< without obligation? Dr. John 
| Bear, 41011 Little Lake Rd, 
Suite. 281 Mendocino, 
460, U.S.A. 





Stratford-on-Avon 


-Weare looking for an Economist to 
our 8-strong multi disciplinary team. - 
our National Management Centre: the. 


agement Development 
as, providing a variety. 
-> of learning events and seminars for senior 
; and middle managers. : 
_.. Asagraduate Economist with consider- 
ġ able commercial or academic experience, 
IS IS an Opportunity to contribute 
ately with your existing skills and 
kn ledge, whilst developing additional 
skills in Management Development and 
ie Training, and expanding your knowledge 
and expertise in the energy field. 
Starting salary is around £1734K, with 


TERNATIONAL PROPERTY 


Readers are recommended to take 
the appropriate professional advice 
‘before entering into any binding 
commitment. 


~~ SWITZERLAND 
FOR FOREIGNERS 


1. HOTELS FOR SALE 
AS A PACKAGE—THREE HOTELS 


1 FOUR-STAR 
2 THREE-STAR 


PARIS, SOUTH OF FRANCE, 
"AMSTERDAM 
. LONG-TERM LEASEHOLDS 
PRICE: 9 MILLION POUNDS 
(STERLING) 


| NEW YORK CITY 
PRE-WAR CO-OPERATIVE 
APARTMENT 


| Four-hutidred square metres. “A Paris dream 
‘“capartment.on- Fifth Avenue, Footsteps from the 
: Frick Collection Museum. Priced at $5,500,000. 
Monthly ‘maintenance $2,650. The last turnover 
< Sale in the building took piace ten years ago. Must 
Be seen to appreciate the ambience in this pertect 
-architectural layout Original 1920 woodwork 
throughout the apartment in mint condition. Own- 
er must sell, 
Michael Hausman, Licensed Real Estate Broker, 
o 212/289-1500. Residence: 212/734-2485. 


NEW YORK CITY TOWNHOUSE 


Off J. Extremely modest from the outside. A royal palace 
- etnigide. Footsteps from the Frick Collection Museum. Footsteps from Bs 


Off Park Avenue. Fit for a king. 


festbury Hotel. Asking ten million dollars. Owner must sell. 
Michael Hausman 


Licensed Real Estate Broker 
212/289-1500 
Residence: 212/734-2485. 


RealEstate Im 


Foreigners can buy APARTMENTS, 
CHALETS & VILLAS oean from SWISS 
BUILDERS/DEVELOPERS on LAKE GENEVA/ 

Montreux, countryside or 
RESORTS trom SF 125,000. 
60% credit. 6 Yz% interest, 5-20 years. 


REVAC S.A. 52, Montbrillart, CH-1202 GENEVA 
‘WL; 41.22/34 1940. Yetex: 22030 


Interested parties please write to Box No 
3553, The Economist Newspaper Ltd; for 
further information, 


to £22K 


scope for advancement to nearly £22K. 
-Other benefits include contract hire car 
scheme, generous holiday entitlement, 
free personal accident insurance; all this 
and a delightful work location as well, 
Relocation assistance will be given where 
necessary. : 
To apply, send a detailed cv, and quote 
reference PER/02268/456, to 


Liz Randall, Recruitment Administration, 


British Gas pic 59 Bryanston Street, 
London WIA 2AZ. 


An equal opportunity employer 


British Gas? 


BUSINESS 
OPPORTUNITIES 


discretion. Write to Chiffre 22-178" 
Publicitas, 1002 Lausanne. 


AGENTS REQUIRED. 
We would like to talk 
TO YOU 
you or your company se X 
Hirikoa 
We are looking worldwide 
FOR AGENTS 
REPRESENT 


s We have an established history 


[is Commodity and Financial tes 


BUSINESS & PERSONAL 


THE OCCUPATIONAL approach to 
world peace. The Global Party, Box 
7623, Myrtle Beach, SC 29577 USA. 


AUTHORS invited to submit maru- 

ide or MOUNTAIN scripts; all types (including poems), for 
book publication. Reasonable terms. 

“Stockwell, Dept 75, Ilfracombe, Devon 
(Est 1898). Tel: (0277) 62557 


STAYING IN LONDON? Take a luxury. 
service apartment in St dames's from 


only £65 (plus VAT) per night, for two. 


der Street Chambers, 3 Ayder Street, 
Duke Street, St James’s, London SW7. 
Tel: 01-930 2241. 


PANAMANIAN CORPORATIONS pro- 
vide complete confidentiality and zero 
tax liability. We offer company forma- 
tion services on a tast, reliable and 
competitive basis. H. |. Darlington, 
POB 1327, Panama 9a, Panama, Tel- 
ex: 3121 KENKA PG. Tel: 23-0834 or 
23-4819 (evenings 23-6779). 


AUTHORS WANTED BY 
NEW YORK PUBLISHER 


Leading book publisher seeks manu- 
scripts of all types: fiction, non-fiction, 
poetry, scholarly-and juvenile works, 
_@te. New authors welcomed. For com- 


“the Polo” 


Every comfort. Exceptional value- Ry- 


CAPITAL CVs prepare High: 
curricula vitae. Tel 01-607. 7005: 
details, ual 


NEW report now available. 

high company salary, wage 

mation costs. without loss of 
efficiency.” Details Mana 

Search Services, 65 Blandford Street 
London WITH 3A). © : 


aw Debret 


May we trace your ancesiori! 
Debrett have traced the ancestry. at 
thousands of families from cory j 
to kings, worldwide Send known dei 
tor tree feasibility advice and te: 
Debrett Ancestry Research itd, 

Gordon Road, Winchester UX SERII FOU) 
Tel (0967) 59067 : 


For more information 
_ Call Mariee-in Jacobson (212) SIP M 


PHOENIX FUTU 
| HE Broadway Solte 804, New 





NVESTORS...EARN 


12-14 % RETURN E 


n secured 1st & 2nd mortgages 
Cali G: J. Hunziker (212) 645-1130 


FUNDING KBRI "CORP 


S. TRADING 


CHAMPIONSHIP | 


[FINAL STANDINGS (Feb 1- June 1) | 


Option Division 


; Michael Cohen — +111,0% 
5, Robert Gunther + 92.6% 
i Futures Division 
1: John Connelly +708.8% 
12, John Hill +552,2% 

13; John Rende +433.8% 
4. Tom Basso +388.7% 
8, Holliston Hill +320.0% 


isso, 314-822-3500; Bradley, 904-422-2227, 

ohen, 516-829-3200; Connelly, 603-964-7127, 

men, 808-524-8063; Gunther, 212-412-4776; 

He Rill, 516-668-2920; J. Hi, 704-692-6971; 
212-422-5661; Rende, 415-461-0161. 

to everyone. To enter. call 

e to Financial Traders 

tion. P.O. Box 7634. 

ilis. CA 90212-7634. 


EXT CONTEST. AUGUST 1 
all (213) 305-9300 for details 





OVERSEAS POSITIONS | | 


Hundreds of top paying positions available 
now. Tax-free incomes. Many attractive 
benefits. Opportunities for alloccupations, 
skilled trades, professionals, manage- 
ment, technical personnel etc. 

For free information about our publica- 
tions, write: 

Overseas io Services, Dept 
EC, PO Box 880, Yown of Mount Royal, 

Quebec, Canade H3P 3C7. 


UK IMMIGRATION 


Specialist. professional firm pro- 
vides complete service for clients 
requiring UK immigration. Free 
booklet on UK immigration rules 
and procedures available from: 


DAVID GARRICK & CO 


f 39 Queen Anne Street 

TG London WIM 9FA 

i Tal: London 486 8142 
Telex: 8954102 


ATTN: MONEY MANAGERS 


AND AFFLUENT PEOPLE 
OFFSHORE FUND 374%. 
YWO YEAR PRO FORMA 


billion y 
, Lid: has an actual:2 yr. pro- 
forma record ending Des. 1986 ot 374% .com- 


q 
ice nt, Va 
U.S.A, (212) 227-5208, 


AAAS wet 20 Va 
Tea Ak agede fe 
rt. 





PROBABLY ONE OF THE 
BEST TRACK RECORDS 
IN EXISTENCE TODAY. 


‘Average annual composite performance 
since June 1980 6446 % 
A limited Liability, no tax deducted at source 


y managed futures programme 
Accounts from: $25000 


a San ss i te em Se o e 9 an R, 


@ sendme details oo your Investment Programme 


mci POST Code. 


“Jelephone i 


mputer System Trading Company Ltd. 


mee Tei: 2) 405 6494 B Tele 


A 


§:9. Hatton Wall Condon ECIN BHX 
se IZII CSIC Wor OF. 405 74 TTT 


ZURICH-ZURICH-ZURICH 


BAHNHOFSTRASSE 52 
YOUR OFFICE AWAY FROM HOME 
@ Offica/ Management Services 
@ Company formations Boe 
© How te do business infor : 
‘ FROM SWITZERLAND 
Business Services Consult Corp © 
Bahnhotstrasse $2, CH-8022 Zurich 


Tel: 01211 92 07. 
Fax (1) 2171922 Thx. 813.062 BSIC 


THE 


DIPLOMAT HOTEL 


2 CHESHAM STREET 
BELGRAVIA 
LONDON SW1X 8DT 


TEL: 01-235 1544/ 
01-235 2890 


TELEX: 941 3498 EXECUT G 


Single: £42.50 + VAT 
Double/Twin; £55.50 + VAT 


Located in Belgravia, between 
Knightsbridge and Sloane 
Square stations, in London's 
finest and most prestigious 
area. 


All rooms with private facilities, 
colour television, . direct.’ dial 
telephone, hairdryers, coffee 
and tea makers. Substantial 
breakfast served in bedrooms. 


Protected offshore in- 
vestment offers high tax 
free return on capital 
vested with Swiss bank 
ankin absolute 
discretion. i 


Write to Chiffre 22-115,664 
Publicitas, 1002 
Lausanne 


m>: Back to back operations. 

— Trusteeship for commercial & 
¿financial operations. 
-Assets management. 


|} == Offshore companies formation 


domiciliation and administratio 
Please contact us in full confidence’ of 
our-discretion: 
DE BERIG S.A., 13 Avenue Krieg, 1208 
Geneva/Switzerland. Phone 47.59 80. £. 


Telex: 421808 DEB CH. Fax: 4614.85 


+ 34% ANNUAL 
PROFITS 
< $1 Million Has Grown To Over 
$38 Million With Income & Profits 
Reinvested 1973-1986 
after all fees and brokerage. 
Advice on American Growth Stocks. 
Write or Call 
Edwin Hargitt & Co. S.A. 
Ave) de Savoie 10) Suite Y/B 
CH-1003 Lausanne, Switzerland 
Teli +41 21 200971, Tlx: 24681 


Number Light 


a small luxury hotel 
EXCELLENCE IN COMFORT & SERVICE 
Single bedroom £41.50. : 
Double/twin bedroom £49.90 (plus 15% VAT) 
Sumptuous English buffet breakfast e colour TV, radio edirect | 
dial telephone ehairdryers etea/coffee/chocolate in bedroome ' 
all rooms with private facilities efree newspapers ae 
Emperor’s Gate, South Kensington, London SW7 4HH. 
, Tel: 01-370 7516, 01144 1 3707516 (from USA) 
Telex: 9413498 EXECUTG = 


FINANCIAL AGENTS 


Well established London-based 
Public Limited Company seeks _. 
agents to offer financial services in 
many international regions. ~ 
Good commissions offered. 

Please reply in strictest confidence to Box 
No. 3549, The Economist Newspaper Ltd, 
25 St James’s Street, London SW1A [HG 





; , DEMAND AND JOBS Canada’s GDP increased by 2.7% in the ye —  coMMOnITY PRICE INDEX 
te of growth i in America’ s industrial aroun srs il in June | The new Cocoa Agreement 
~ is already in trouble, Emer 
gency taiks in London on whether to reduce 
the floor price broke upin confusion over the 
interpretation of the text of the agreament, 
and no action was taken. In the five weeks to 
aNp/aor retail sales dune 20th, 75,000 tonnes of cocoa were 
snihet duane t«* thar dwar a aaa  boughtdor the buffer stock, but the price 
pat ae. east i n - stubbornly stayed below the floor of SDR | 
Ta na +78. +05 1,600. Since then it has risen above the.. 
+63. +27 FHS +46 intervention level, on reports suggesting thal 
+42 +24 of —115 +07 the 1987-88 crop may be damaged by dry 
<34 +24 +53: +01 weather. The rise enabled producers to 
+20 zis 12 exploit the grey area inthe text and resist a. 
+24 3871. +85 price cut. if prices fall back before the 
ate Zost September meeting the executive dir 


fa ; + 66 ; ne 
-s : as will have to interpret the rules. 


+ 3.2 FE: +40 
+ 33 
+ 23 Bae + 1B Ape 
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prices fell i 2, 6%i in the year to June; Swiss wholesale prices fell by 2. 0% over:the same period, In 
the.12 months to March, Italy's wholesale prices increased by 0.6%. Britain's Kon earnings 
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_ Metals es 

Gold 

$ per oz 447.00 

+AT +35 Crude olf North Sea Brent ii 

+ 5.2 + 26 $ per barrel 1983 20.35 + 78.6158. 


and Switzerland, Canada, Sweden.and USA, 
Mie Serie monthly earings: Belgium, hourly Non-food agricutturals. aa 
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WORLD BOURSES Brussels and Schannosbiey hit record high this week. Tokyo. 
re than de worries about higher interest rates and*bil prices. Fears of rising inflation and poor 
(the spot price of North Sea Brent | knocked 1.1% off prices.in London and 0.5% off Wall Street. -- 
‘stood at over $20 a barrel this week), most | Stock price indices “% Changeon 
-= motorists: are paying more for their petrol July 21 1987 "one 31/12/86 
than they were a year ago. The chart shows | , WINA high low high -in local 
‘how motorists around the world fared last 4 


{ it pris 
ubled from fast July's $8.50 a 






























































































Australia 1973.3 1977.7 1486.7 + 24 + 736 

month. Czechosiovakians, locked in by com- | Belgium 5001.6" 50916 30879 +16 F = ni F243 
-Munist-block oil suppliers, paid roughly 30 | Canada 39536 39981 30678 ~ot +931. — 414280 
times more for their petrol than Venezuelans, | France 407.5 460.4 320 -30 +180 -n5 +24 4 
-where drivers pay the equivalent of a paltry | W.Germany 1958.7 2048.3 4633.8 F18 + “4 

| 18 cents*for every American gallon. Other | Holland 319.5 3206. 257.7 +24 + 

oil-rich countries. in-the chart get a similarly | Hongkong 3953.8 3386.1 2449.9 tii + 

cheap deal: all pay well under $1 a gallon for | Hey 698.5 7673 mas __ r45 _ + 

their fuel. In. industrial countries, petrol | 282" 230784 de nn 30 t 

prices also vary according to how heavily it | SegePore Sea mao. any ee 

is taxed. America, which has always levied | Spam 2631 2644 oT ao F 

low taxes on petrol; fuels its gas-guzzlers at | Sweden 28678" 28855 H4 +09 + 

little more than a third of the price Japan | Switzeriand 646.8 650.6 559,7 +30 + 
~ pays to fill up its Toyotas. Japan, which has | UK 1872.0 1926.2 1320.2 BEK] + 

to import all its oil, has kept its taxes high to 2510.0 1927.3 + 








curb energy consumption. 






MONEY AND INTEREST RATES The 12-month rate of growth of both measures of America’s money. 
supply slowed in June: the narrow measure, Mi, grew by 11.9%, the broad measure, m3, by 6.9%. 
Britain’s short-term interest rates edged up on worries that-Britons are over-borrowing. a 

Money supply Interest rates % p.a. (Tuesday, bonds which are previous Fi 
% rise on year ago Money market Commercial Commercial banks © - Band yields ean d 
Narrow Broad? Overnight 3months Prime Deposits Gov't Corporate Deposits Bondy 


Petrol prices 
$ per US gallon, June 1987 

























































[M1] lending 3months long-term 3 months 
Australia +17.6 +125 my 1250 13.00 16:00 12.90 13,05 14,05 12.44 14.83 
Belgium + 81 FALE Dec §.05 6.65 8.75 6.10 7.92 ; A A 
Canada +47.3 +41.6 am 8.50 8.65 9.50 7.40 9.87 10.68 8.31 10.04" 
France + 6.0 +57 ap 7,50 7.88 9.45 7.88 9.31 10.34 7.94 55 


W. Germany + 99 + 8.4 my 400 4.00 : 
Holland +72 +39 a 5.25 525 7.00 5.25 6.37 «6.85 531 "665, 

italy +97 +94 n 1063 1125 12.50 na 10.99 ` -10.38 4 
Japan +129 +10.2 wy 306 3.78 3.38 (176 424, 4.37 4.25 4,85.) 


3.64 610 | 5.70 3.94 4? 














































Spain +15.3 +108 a 17,87 17.56 17.00 6.50 13.11 13.47 14.00 na # 
Sweden na +10.1 aw 650 9.10 11.50 8.82 11.50 12.57 9.13 na. 

Switzerland + 5.5 +94 aw 1.19 3.88 7.00 325 407 5,32 3.88 4.57, 
UK +23.7 +18.9 my 938 9.19 10.00 9,06 9.07 10.06 919 9.97 
USA +119 +69 w 650 6.60 8.25 6.40 8.56... 9.40 682 8.36" 





Other key rates in London 3-mth renner Bills 8.9%, 7-day Interbank 8.9%, clearing banks’ 7-day notice 3.3%. Eurodoltar 
tates (Libor): 3 mths 6.8%, 6 mths 7% 


f Venezuela et na, Carada San, tnd TSA UK Wea MG Japan WEE OD € Lasi ea ratos, fio interest Talos quoted aiia? 
i Source: Runzhel Intemational on request. Sources: Chase Manhattan, Chase Banque de Commerce (Belgium), Nederlandse ietbank, yonnais, ONS 
ie we Handelsbanken, ANZ Bank, Credit Suisse First Boston. These rates are indicative only and cannot be-construed as offers by these banks, ae: 
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TRADE, EXCHANGE RATES AND RESERVES Britain's visible-trade deficit more than doubled to $1.9 billion in May; its 12-month deficit increased 
$13.4 billion. Britain also recorded a current-account deficit of $911m in May, after four months. in surplus. Spain’s 12-month visible-trade deficg | 
lened in May, to $11.2 billion. The dollar's trade-weighted value rose another 0.6% during the week, to give a total gain of 4.4% since its low į i 

i M s the yen fell-by 0.7%. Despite buoyant oil prices, sterling was flat. 
































































t current- trade-weightedt} currency units per $ currency units foreign reservestt 
: account exchange rate : Sba 4 
t : balance $bn si d 
a t latest 12 mths latest year ago latest  yearago per£ perSOR perecu May  yemago 
My 1 — 86 nn 56.5 53.4 141 1.57 226. ATT 1.57 83 62. 
m 03 + 33 a 99.6 86.6 38.6 44.0 61.6- 48S 431 6.8 61... 
My + 79 — 65 a 79.1 78.0 1.82 1.38 211 1.68 1.48 43 260° 
My = 22 + 38 o% 715 69.2 6.20 6.90 ~~ 990 Z8 6.91 31.5 9313 
5 my + 623 + 4141 May 146.3 137.0 187. Bia 298-235 207 63.4 432 
) Me + 29 + 67 3 134.4 127.0 2,10 Ezi -7 885. 2.64 2.34 13.2 108 
Meo AA + 51 a 47.41 46.8 1348 1465 2151 1698 1502 24.1 18.9 
9 May +1018 + 93.1 may 2312 217.4 153 157 244 192 170 68.8 32.6 
Om = 12 + 35 my 49.0 49.1 127 137 204 161 142 155** 125°" 
May + 100 68.2 67.3 6.48 7.06 10.3 8.13 7.47 8.4 66 
tar + 75 a 171.8 164.9 1.55 173 2.47 1.95 1.72 198 
nap = 24 My 72.9 728 0.63 0.87 





1440 ve na ~~ 
ETE a SS EE $5 Bank of England index 1975 = 100. +f Excluding gold. * Not seasonally a 




























CARRAGREEN 
CURRENCY LTD 


FOR THE DISCERNING SPECULATOR 


= Foreign Currency Contracts: 
Don't have the wool pulled over your eyes. 


Many New Zealanders are now becoming aware of the high earning potential of foreign 
currency contracts. 


=- Beaware — it’s speculation — not 
-investment and you could lose all your money 


As the leaders in this field, Carragreen offers both the individual and corporate speculator 
outside New Zealand the opportunity to become involved in this area of foreigncurrency 
speculation which aims to profit from continuous variations in the values of world currencies. 


Naturally, risk is involved owing to the volatility of these markets. But with a Carragreen 
urrency contract, you cannot lose more than you outlay. And the risk is balanced by the 
hance of significant gains. 


It can be an ideal way to utilise funds that you don’t regard as a crucial part of your assets. 


Even if you already have a foreign currency 
contract, better compare it to ours. 


Carragreen can offer the most competitive leverage in this marketplace without being a “$2, 
: no-frills” company. 

We enjoy substantial financial backing and can boast an outstanding trading record. 

In fact, we encourage prospective clients to check our professional references which are 
unmatched throughout the industry. And our network of offices throughout New Zealand and 
Australia makes us the largest organisation of our kind in the Southern Hemisphere. 


So the choice becomes obvious. 
+ Because when you deal with Carragreen, you speculate on the currency, not the company. 
. We have an office right in Auckland/Christchurch so come in and see us or phone us on 
(09) 390-503 / (03) 799-002 for the real facts on Foreign ai) Contracts. 


















To: p Carra; reen Currency I | 
y td.. 
(Conrac CURRENCY LTD ©: sth ragreen 
" AUCKLAND | 16 Waverley Street, Auckland, N.Z. | 
Level 5 Phone (09) 390-508 
v aes Street | Yes, please tell me, free and without obligation, | 
aan how leverage can make all the difference in foreign 
Telephone (09) 390-503 currency ale i | 
CHRISTCHURCH D 
Ground Floor | NAME oo 






103-105 Worcester Street ADDRESS 
-. Christchurch 
= Telephone (03) 799-002 
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A Different Kind of Business Class 


It’s more than a special baggage tag, a red-carpeted 
check-in counter, and doorside storage of your checked 
luggage for quick recovery at destination. It’s the kind of 
exclusive, personal service that makes business class on 
China Airlines as imperial as its name. 








China Airlines Dynasty Class, better for frequent travellers, 
better for business, yours and ours. 


mara WE TREASURE EACH ENCOUNTER 





Amsterdam + Anchorage «Bangkok « Dhahran - Fukuoka - Hong Kong + HAGU + Jakarta + Kaohsiung - Kuala lumpus ir 
Manil ila + s New. York Odin » San Francisco: Seoul * “Spgopee 2 eee ae 











